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PREFACE 


The book is an outgrowth of a course in “Consumer Marketing” given 
at Iowa State College. It has been written to help consumers. Although 
not a handbook with specific rules and recommendations in the choice of 
particular goods, the book is throughout concerned with practical issues 
of the utmost importance to consumers. To them a study of the market 
presents two matters of vital importance. One is the immediate, concrete, 
and highly individual problem of getting the most for the least cost in the 
markets to which they have access. The other concerns the market system 
as a whole. It has to do with the improvements needed and ways of bring¬ 
ing them about. Business men as well as consumers may derive benefit 
from looking at the market in this way. They would do well, for example, 
to understand the circumstances under which consumers tend to make 
the most intelligent purchases. 

In the general picture of the market presented here, three things are 
emphasized: (i) the character of consumer problems as they are related 
to buying in the market; (2) practices and policies affecting consumers’ 
day-to-day difficulties and the efficiency of the system in general; and 
(3) factors responsible for the present practices and policies. The analysis 
of these three factors paves the way for a consideration of possible im¬ 
provements. The discussion is on the whole organized according to func¬ 
tions to be performed, and state control is discussed in conjunction with 
each function to which it relates, e. g., credit, informative labeling, ad¬ 
vertising, etc. 

Books on the subject of marketing for the most part deal with how to 
sell and with how to keep down distribution costs in order to maximize 
profits. Their point of view is that of the seller, although consumers are 
by no means ignored. The effect of their habits and practices on cost is 
carefully analyzed. Techniques for studying probable demand on which 
to base marketing and production programs are emphasized. Much space 
is given to ways of getting consumers to buy, to appeals designed to 
break down their sales resistance and to increase the volume of sales. In 
contrast with such an approach, this book devotes considerable space to 
the need for consumer resistance and to some ways by which it may be 
built up. Among other things is emphasized the feet that efficiency from 
the point of view of business is different in some respects from more 
general efficiency as viewed by consumers. 
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Consumers think o£ retail stores as the most important part of the 
market system. They often fail, however, to appreciate the highly complex 
nature of the productive process which influences prices and the kind 
and quality of goods offered. It is therefore necessary to go behind the 
retailer, to the wholesaler and even to the manufacturer and other pro¬ 
ducers, in order to perceive the complete functioning of the market sys¬ 
tem and to understand the policies and practices that affect consumers’ 
interests. Attention is here confined to goods commonly sold in retail 
stores even though a considerable portion of the family income is spent 
for other things. It is believed, however, that the analysis, although 
limited in this way, will aid in understanding factors affecting all pur¬ 
chases. 

Considerable space is given to a description of market functions and to 
the channels through which products move. Only in this way can stu¬ 
dents gain a thorough familiarity with market processes, perceive the 
significance of many current economic problems and understand the in¬ 
terdependence of the various parts of the economic system and the need 
for flexibility in adjusting to changed demand, to the appearance of new 
substitutes, to technical inventions, and to improved business organiza¬ 
tion. Only thus can they understand the means by which flexibility is 
achieved, and the role of markets in tying the economic system together. 
Improvements, and the place of public policy in bringing them about, 
are stressed again and again. It is felt that the importance of developing 
a thorough understanding of effects likely to result from various proposed 
controls cannot be overemphasized. 

Great efficiency in the use of productive resources is important to con¬ 
sumers. This matter calls for special attention because of the attempts 
commonly made to benefit limited groups at the expense of society as a 
whole. In spite of the chaos of conflicting interests in our economic system, 
it is hoped that those who read the following chapters will emerge with 
a basic point of view by which to evaluate all policies and practices having 
a long-run effect on the quantity and quality of the goods appearing on 
the market, that they will view the functioning of our system as a body 
of consumers interested in the efficient use of limited resources. 

One word should perhaps be said concerning the use of this book. 
Some previous training in economic principles is highly desirable. The 
discussion is, however, non-technical throughout. Even those without 
previous courses in economics will derive much from a study of every 
chapter. The selected bibliography and suggested questions and problems 
fo the appendix should aid in adapting the book to many levels of in¬ 
struction. 

The author wishes to express her appreciation to all those who have 
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contributed to the development of the various topics. She is especially 
indebted to Professor Frances Zuill of the University of Iowa, Professor 
Effie I. Raitt of the University of Washington, and Miss Alison Cornish 
of Iowa State College who read the entire manuscript and made many 
valuable suggestions. Dr. Elizabeth E. Hoyt, by her criticisms and sug¬ 
gestions, has contributed to many chapters. The contributions made by 
students are too numerous to mention. 


M. G. R. 


PREFACE TO THIRD EDITION 

Scientific advance, technological change, business reorganizations, shift 
in social attitudes, enactment of legislation and its enforcement, plus many 
investigations serving to reveal more fully than ever before the existing 
merits and demerits of our economy have, taken together, made necessary 
an extensive rewriting of this book. Here, as in the earlier editions, the 
author strives to examine the existing market system and the economy it 
coordinates from the standpoint of those who, money income in hand, 
seek goods and services to satisfy their many needs. 

The author wishes to express her indebtedness to many of her colleagues 
and students for many stimulating discussions bearing on the issues pre¬ 
sented in the book. She wishes especially to thank Dr. Edward S. Lynch 
for his suggestions concerning Chapters i, 12, 16, 22, and 28-33; 

Dr. T. W. Schultz for suggestions on Chapters 1 and 33, Dr. Mary Jean 
Bowman on Chapters 1 and 16, Viola WyckoflE on Chapter 12, Dr. G. S. 
Shepherd on Chapters 32 and 33, and Dr. Elizabeth Hoyt on Chapter u 


M.G.R. 
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Part I Consumers Hold the Spotlight 


CHAPTER I 

CONSUMERS IN ACTION 

Consumer demands have become front-page news. Numerous organiza¬ 
tions stand ready to state what consumers want. At government hear¬ 
ings and other public meetings consumer spokesmen, some as vociferous 
as labor representatives, appraise issues under discussion. Business groups 
often discuss at length their policies and practices in the light of the 
“consumer movement.” A brief survey of the principles and activities of 
this movement will serve to orient us to a study of markets from the 
standpoint of consumers, who, money income in hand, turn to the market 
for goods—goods expected to bring them health and aesthetic and social 
satisfaction. 

The movement has largely centered attention on raising the level of 
efficiency in consumer activities, such as choice making, market selection 
and use* of goods; and on improving the economic system in the con¬ 
sumer’s interest. To achieve jthe latter, it is held, the system must provide 
satisfactory goods at reasonable prices, and market services that contribute 
to efficiency in consumer activities. Kyrk, writing about the consumer in¬ 
terest, says: “Everyone who lives must consume in the sense of using; 
everyone who is enjoying the democratic way of life and who is not un¬ 
der tutelage or has not abrogated or been deprived of this aspect of his 
freedom is a chooser, one who decides what satisfaction he will seek 
from the use of his own resources, what social resources shall be used 
for. Thus everyone has a stake in the terms and conditions of pur¬ 
chase ...” 1 

Improvements Sought by the Consumer Movement 2 

The consumer movement, being primarily concerned with improve¬ 
ments, gives considerable emphasis (i) to inefficiencies of consumers and 

1 H. Kyrk, "What is consumer education?”, Making Consumer Education Effective, 
Proceedings, Second National Conference, Institute of Consumer Education, Stephens Col¬ 
lege, Bui. no. a, 1940, p. 79. 

2 Since no one person is qualified to speak for consumer programs as a whole, and no 

x 
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(2) to “defects” of the economic system. Business groups are ready enough 
to acknowledge the first. In fact, ignorance of consumers has been for 
them a favorite topic. Education of consumers has been devoted largely 
to improving choice and to increasing efficiency in market selection, so 
as to increase the real income of families, and to reduce consumer prac¬ 
tices that add unnecessarily to marketing costs. Education of the latter 
type for the most part receives enthusiastic comment by business groups, 
whereas advice to consumers that advertising, for example, is not a satis¬ 
factory guide to quality, has aroused dismay, alarm, consternation, and 
even fury. 

Because consumer appraisal of production and marketing has so often 
emphasized defects, Business Wee\ describes its report of the consumer 
movement as “a study of organized discontent.” 3 The outstanding faults 
of the economic system most commonly noted in so-called consumer lit¬ 
erature are: (1) Duplication of effort, restriction of output, idle resources, 
and other forms of waste which reduce quantity and quality of product 
and unnecessarily increase cost or raise price. (2) Failure to provide in¬ 
formation facilitating wise selection. (3) “Waste” of advertising including 
its high cost; its failure to contribute materially to the cultural level of 
American life; and its occasional falsehoods, many irrelevancies and much 
incomplete information which serve to confuse buyers or to reduce the 
effectiveness of any information provided. (4) Failure of some producers 
to give attention enough to consumers’ needs and desires, to study prod¬ 
ucts from a functional point of view, and to recognize variations among 
consumers in desire for marketing services. (5) Failure (in some-part due 
to monopolies) to provide facilities within the reach of lower-income 
families, c.g., “suitable” housing, health services, and adequate milk 
supply. 


Methods of Achieving Ends 

The program of the consumer movement includes an attempt (1) to 
educate consumers in buymanship; (2) to influence the framing of legis¬ 
lation so as to protect or to further the consumer interest, and to compro¬ 
mise willingly only if such action promotes general welfare; 4 (3) to pro¬ 
mote State enterprise in housing, medical and other health services; (4) 

conference has been held for drawing up a platform or passing resolutions, no claim is 
made for the completeness of this list, nor for the relative importance of items. 

8 April 22, 1939, pp. 40-52. 

4 In the interest of general welfare it may be necessary, at times, to restrict production 
as in an overexpanded industry, so as to prevent widespread poverty among the workers, 
while labor is being shifted to other uses, unless there be devised some means of dis¬ 
tributing income other than payment for productive services. This issue was important, for 
example, in introduction of regulation in the bituminous coal industry during the 1930*5. 
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to establish suitable State bureaus to provide research and to assist in edu¬ 
cation; (5) to confer with trade associations and other organizations for 
the purpose of effecting changes through voluntary action, e. g., informa¬ 
tive labeling and specifications for products; (6) to establish consumer 
cooperatives; and (7) to carry on research on practices and policies af¬ 
fecting the consumer interest 

Consumer influence makes itself felt in several ways. Consumers help 
to shape merchandising practices through requests for information, and 
through response to pricing techniques and appeals of advertising and 
other sales methods. The advice given in buymanship classes should, it is 
held, bear fruit here. 

Occasionally, organized boycotts have had at least temporary success. 
The public airing of ideas influences others besides those identified with 
the consumer movement. Further facts may be brought to light and their 
significance reinterpreted. Officials of consumer organizations are invited 
to testify at legislative and other administrative hearings, and consumers 
in conferences pass resolutions bearing on important matters. Potential 
power to influence votes is important in lobbying. With some business or¬ 
ganizations suggestions from consumer groups meet ready reception, 
either because objectives sought by consumers are identical with those of 
business men, or because suggestions help to adjust business to changed 
conditions. 


Development of Consumer Movement 5 

At no time was a conference called and a resolution drawn up to launch 
a consumer movement. Rather independent action by widely separated 
groups occurred, and as common elements were recognized some co¬ 
hesion developed. Looking back, some people are inclined to date the 
birth of the consumer movement in the 1920^. The reception accorded 
the book, Your Money*s Worth by Chase and Schlink, in 1927, is concrete 
evidence of widespread awareness of buying problems and a critical at¬ 
titude toward business practices. Passage of the Food and Drug Act of 
1906 was effected with the help of organizations speaking in behalf of 
consumers. There was, however, little evidence at that time of a general 
consumer program. Proponents of the Federal Trade Commission Act 
of 1914 appear to have had in mind the protection of consumers as well 
as of honest sellers, although court interpretation later narrowed its 
scope. The existence of courses in home economics in every State—at all 
educational levels, including adult education in both urban and rural com¬ 
munities—is probably in large measure responsible for the rapid increase 

5 For detailed discussion o£ the development of the consumer movement, see Helen 
Sorenson, The Consumer Movement, 1941. 
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in attention given to consumers. The establishment in 1929 of Consumers* 
Research, Inc., the first agency testing consumer products and reporting 
relative merits by brand name, was a natural step following the expose 
in Y our Money's Worth . Its enthusiastic reception and rapid growth in¬ 
dicated a felt need for this type of education. 

The “New Deal,” bringing the Consumers’ Advisory Board of N.R.A., 
the County Consumers’ Councils and the Consumers’ Counsel of the 
Agricultural Adjustment Administration and of the National Bituminous 
Coal Commission, ushered in another stage. Consumers increasingly be¬ 
came front-page news. The Federal Government in many ways has con¬ 
tinued to give leadership to consumer action. A few new consumer or¬ 
ganizations came into being, among them the Consumers’ National Fed¬ 
eration; but, for the most part, the expression of consumer interests de¬ 
veloped within established organizations, professional and otherwise, such 
as, the General Federation of Women’s Clubs, the National League of 
Women Voters, the American Association of University Women, the 
American Home Economics Association, and the National Congress of 
Parents and Teachers. These developed programs in buymanship. Some 
gave more attention than others to legislative policy and cooperation with 
business. Another step was taken in 1938 with the establishment, by the 
Sloan Foundation, of the Institute of Consumer Education, at Stephens 
College. This promised to give valuable guidance in subject matter, tech¬ 
niques, and procedures for courses in many schools. Its annual conferences 
revealed the widespread and diverse scope of efforts in this field. 

At present more women than men, and more moderate- than low- 
income families participate in the consumer programs, and professional 
groups are heavily represented in these. For example, Consumers’ Union 
is one of the two major agencies testing consumer goods and reporting 
their relative merits. Half of its total membership “has been drawn from 
professional circles, despite below-cost efforts to stimulate the use of the 
service by those in lower income groups. The median income of members 
is about $2,600.” 6 

Present Status op Consumer Movement 

The size and strength of the consumer movement is a matter of much 
speculation. Several measures of it might be used: Number of courses in 
curricula specially designed to educate consumers; Number of consumers 
expressing a desire for changes in merchandising practices; Number of 
organizations and their members, or of books, pamphlets, and magazines 
published and read that deal with consumer problems; Occurrence of 

6 C, E, Warne, Social Action , Dec. 15, 1940, p. 15. 
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and attendance at meetings and conferences where consumer problems 
arc the main or an important theme; Consumer representatives appointed 
to government boards or invited to confer with business groups; Volume 
of products sold by consumer cooperatives. The increase in news value 
of consumers, in the years 1935 to 1939, is attested by the expansion from 
21 to 39 column inches in the New Yor\ Times Index for the items un¬ 
der “consumers” and “consumption.” 

The years 1938 to 1940 saw several attempts to describe the movement. 7 
Gabler in 1939 reported 28 consumer organizations 8 apart from groups 
financed by interests outside of the consumer movement or with un¬ 
known financing. The report in Business Wee\ lists seven regular con¬ 
sumer periodicals or services, and 45 books dealing with consumer prob¬ 
lems, published between 1931 and 1939. The Consumers’ Counsel Divi¬ 
sion of the AAA. in a 56-page pamphlet reports Consumer Services of 
Government Agencies . 9 The Crowell Publishing Company recently esti¬ 
mated that M 6,ooo,ooo women are reached by consumer education mate¬ 
rials.” 10 The General Federation of Women’s Clubs alone has 2,000.000* 
members. Testing agencies have a combined membership of nearly 150,- 
000, and many more readers. Again and again “consumer” books have 
been best sellers. Party platforms at recent elections have given formal 
recognition to objectives of the consumer movement; and many business 
policies are being rephrased to incorporate a statement of 1 relations with 
consumers. The Temporary National Economic Committee, dealing with 
“Investigation of Concentration of Economic Power” published in 1939 
a report entitled Problems of the Consumer. A Consumer Division is in¬ 
cluded in the Federal war agencies. Repeated suggestions have been made 
for a Federal Department of the Consumer, and plans have been laid for 
representation in State and local defense councils. 11 

The status of the movement can be thought of in terms of number of 
participants and type of organizations developed and also in terms of 
attitudes, motives and general outlook. A transition has occurred. During 

7 L. Bader and J. P. Wemette, “Consumer Movements and Business,” Journal of Market¬ 
ing, July, 1938; L. Hahn, “The Great Consumer Movement. Watch, itl” Bui. National 
Retail Dry Goods Association, January, 1938; W. K. Gabler, Labeling the Consumer Move¬ 
ment, prepared for the American Retail Federation, 1939; K. Dameron, “The Consumer 
Movement,” Harvard Business Review, Spring, 1939; “The Consumer Movement,” Business 
Week.* April 22, 1939; “What about the Consumer Movement?” Advertising Age, January 
8, 1940. 

8 Op. dt appendix IH. 

9 Consumers' Counsel Senes, Publication No. 1 (revised, 1937). 

10 That truth about advertising may prevail (New York: The Crowell Publishing Com¬ 
pany, undated). 

11 A program for these is mapped out in Handbook for Consumer Representatives of 
State and Local Defense Councils (Washington: Office for Production Management, Cons. 
Div. Bui. 12, 1941). 
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die 1920’s the movement was greatly affected by the disillusionment char¬ 
acterizing the post-war period. In a society in which Babbitt was a best 
seller, it is not strange that a ready ear was lent to a debunking of the 
economic system, to warnings that cheating and defrauding were rampant 
in the market. The cynical negativism has in large part yielded place to 
a positive program, and the soap-box orator has given way—somewhat— 
to seasoned, balanced discussion of issues. In fact, the consumer move¬ 
ment stands out more and more clearly not as a negative force but as a 
means of resolving economic antagonisms between producer groups. 

Its Reception by Business Groups 

Criticism of business methods expressed by consumer groups was at 
first received with indifference. Advertising Age, however, now reports 
it as “the most serious problem facing business as a whole.” Evidences 
of present interest are many, including a confidential service offered to 
business executives on trends in the consumer movement. Three attitudes 
toward consumer organizations are in evidence: the desire to suppress 
them, to capture and use them, and to cooperate with them. The first two 
are largely fused. Retailers have shown the greatest interest in cooperation, 
and advertising agencies probably have shown the most panic and hys¬ 
teria, although these now seem to be subsiding somewhat. The first re¬ 
action of advertisers is very interesting in view of the fact that consumers 
have discovered no defects in advertising that have not been widely dis¬ 
cussed among advertisers. Their reaction serves to remind us how family 
members will freely accept, from each other, criticisms which from an 
outsider are resented by a united family front. 

Attempts to suppress the consumer movement early found expression 
in a refusal of certain newspapers and magazines to advertise the services 
of Consumers’ Research and Consumers’ Union, the two major consumer 
testing agencies. Efforts have been made to discredit the consumer move¬ 
ment in the eyes of “respectable” citizens by pinning on it odious labels 
and by denouncing it as subversive, communistic, and as an attempt to 
destroy the American System. Stanley High’s much publicized article 
“Guinea Pigs, Left March” 12 is an outstanding example of such effort. 
In the same class is publicity attending a report of die Dies Committee 
in 1939. Fallacious reasoning runs as follows: advertising is a part of 
private enterprise; hence to criticize it, to describe it as wasteful or un¬ 
reliable, is to condemn and even to denounce private enterprise. Thus per¬ 
sons whose practices are criticized attempt to hide within a larger group; 

12 This first appeared in the Forum, then in the Readers' Digest , Inter in Consumers* 
Information Service, publication o£ Good Housekeeping Club Service, October, 1939. It has 
doubtless since reached many people through other media. 
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to pin on it the criticism directed at them and then loudly to proclaim 
the criticism as obviously false. Some objectives of the consumer move¬ 
ment have been ridiculed. The absence of requests by consumers for in¬ 
formation in their buying has led to a pooh-poohing of consumers* in¬ 
terest in facts to replace glamor. Requests for further information arc 
laid to “crackpot” professionals out to stir up trouble. 

Attempts to capture established organizations and to direct phases of 
their programs are common. The President of the General Federation of 
Women’s Clubs reports: “Most of the past year I have spent in trying to 
investigate and to weed out the spurious consumer organizations that 
have attempted to use the General Federation for one reason or for an¬ 
other. ... I cannot help but feel that consumer education is going to 
help women to recognize the difference between authentic consumer edu¬ 
cation and organizations that are attempting to put something across on 
them.” 13 Many members of the Consumers* Advisory Board of the New 
York World’s Fair resigned early in 1939 in order to avoid being asso¬ 
ciated with a program that they could not endorse. 

Attempts to use the consumer movement to further the ends of busi¬ 
ness have led to “phony” consumer organizations being established, often 
financed, directed, or otherwise controlled by certain business groups. 
Spurious testing agencies and other organizations can do much to dis¬ 
credit the genuine consumer organizations. Some trade associations have 
established so-called consumer testing bureaus, a major purpose in some 
cases being to diminish the influence of other testing, and to check any 
increase in State regulation. 

“Phony” consumer organizations prepare material for study groups 
and general meetings. Such “consumer” literature provides less complete 
information to guide in market selection than that of genuine consumer 
organizations, and on many issues it has a decided producer bias. With 
reference to this literature Warne points out: “The danger of this type of 
material is . . . great. Its subde combination of truth and wish-fulfillment 
tends to embarrass teaching and confuse the thinking of the, students.” 14 
This danger is especially acute when the usual readers are not especially 
equipped to follow ideas closely, to note gaps and twists given to ideas. 
This effort to exploit popular interest in the consumer movement is also 
apparent in policies and practices of some “consumer” divisions and bu¬ 
reaus established by State legislatures. Efforts of these in some cases have 
been largely confined to increasing preference for home products to the 
exclusion of those from out of the State. 

19 Next Steps in Consumer Education , Proceedings of a National Conference, Institute 
of Qonsumer Education, Bui. no. x, Aug. 1939, pp. 13-13. 

14 C. E. Warne, “Pseudo-Consumer Organizations and the Schools,** The Consumer 
Education Journal > February, 1940. 
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Important cooperation between consumers and business is occurring. 
The National Consumer-Retailer Council has already done extensive 
work on informative labeling. Better Business Bureaus have done much 
to promote better consumer-business relations through their annual 
“Business-Consumer Conference on Advertising and Selling Practices.” 16 
The Committee on Consumer Relations in Advertising appears to be at¬ 
tempting to clear away some of the fog existing between consumers and 
advertisers, to reduce the barrage of recriminations that lead nowhere, and 
to discover facts helpful in developing a constructive program. 

The consternation expressed in some quarters arises partly from fear 
of the new. One is able to detect, however, among leaders in every busi¬ 
ness group the belief that “Successful reorganization presupposes a climate 
friendly to new ideas and institutions, a receptive attitude toward social 
experimentation, a desire to encourage inventiveness, a critical apprecia¬ 
tion of new proposals.” 16 

Factors Promoting the Consumer Movement 

So far little has been said of factors stimulating the growth of the 
movement. It is necessary to dwell on these briefly before turning atten¬ 
tion to the future. Factors indigenous to American culture probably ac¬ 
count for certain differences between the consumer movement in the 
United States and that in other countries. Consumer cooperatives in some 
of the latter reached a position of major importance while here they have 
been relatively unimportant in volume of sales. Reforms similar to those 
promoted by the consumer movement are by no means neglected, yet 
nothing comparable to the movement as it now exists in the United 
States appears to have occurred elsewhere. 

The consumer movement is without doubt the product of influences 
emanating from our philosophic inheritance, economic institutions, and 
the convergence of events and personalities, too many to appraise, or 
even to list. With few objective tests and measures of cause and effect, 
it is easy to give free rein to one’s imagination, and to become keenly 
aware of the interrelatedness of all social phenomena. Forces dovetail 
so that many, seemingly unimportant by themselves, provide mutual 'sup¬ 
port and strength. 

Among factors influential in producing the consumer movement are 
the following: 

(i) A belief in freedom and democratic control—which in its- essence' 

15 Reports of these conferences may be secured from the National Association of Better 
Business Bureaus. 

16 C. E. Merriam, Civic Education in the United States, Part VI; Report of the Com¬ 
mission of the Social Studies. American History Association, 1934, p. ix. 
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abhors exploitation and special privilege—has invited criticism of the ex¬ 
isting system and the development of new forms of group action. 

(2) A belief that the welfare of each member of society should receive 
balanced consideration in State policy—a belief which more than any 
other one seems to give meaning to our political order—explains many 
policies of consumer organizations. 

(3) The emergence from under cover, during the 1920*8, of lobbying 
by pressure groups made more apparent the need for organizations to 
present the consumer interest. With decisions affecting the consumer in¬ 
terest being more commonly made at the council table, by commission, and 
as the result of public hearings, it has become increasingly important that 
the consumer interest be clearly and forcibly expressed. 

(4) The development of large-scale manufacturing and the evolving 
of an elaborate market system have complicated business management 
and have resulted in inefficiencies which, along with misunderstanding 
by consumers, have brought criticism partly warranted and partly unwar¬ 
ranted. 

(5) The NJR..A. and other State action reducing competition in “in¬ 
dustry,” agriculture, and labor have led to increased fear of monopoly. 

(6) A healthy though small consumer cooperative has over a period of 
years carried on an educational program resulting in a fairly widespread 
knowledge of its ideals and methods. 

(7) The volume and the fanfare of national advertising which foreign 
visitors to the United States have frequently considered an important and 
almost unique cultural characteristic, may have by its extent, exaggera¬ 
tions, and stimulating character evoked in part the criticisms that it has 
received. Unfulfilled expectations bring a backfire. Awareness of its short¬ 
comings is due also to scientific discoveries and their extensive popu¬ 
larization so that people more than ever before are asking for facts before 
choosing or buying. 

(8) A widespread educational system reaching adults as well as youth 
has in recent years emphasized a pragmatic philosophy. People have been 
urged to avail themselves of educational opportunities because of the 
practical benefits to be derived. Consumer programs appeal on the same 
basis. 

(9) The increased attention being given by professional economists to 
consumption, market behavior, and influences shaping the economic sys¬ 
tem has provided an awareness of problems and technical competence on 
many issues. 

(10) The large number of women with franchise, a considerable 
amount of leisure, and an extensive system of club organization, has 
provided ah important group of sponsors. 
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(n) The depression, during the early and middle ^o’s, with idle pro¬ 
duction resources and extreme human need, cried aloud for reforms. De¬ 
creased incomes focused attention on management of personal resources 
and more complete information, as it became increasingly important for 
many families, and perhaps most of all for families of moderate income, 
to spend intelligently if their previous scale of living was to be kept even 
within hailing distance. 

(12) The increased dependence of families on market supplies and 
increased difficulty in selection are joint factors. Several changes have 
brought these about, (a) A great variety of goods formerly raised or made 
at home are now purchased. In addition, many families can now afford 
goods which were formerly possible only for a select few having a rela¬ 
tively high money income, (b) New goods are constantly appearing with 
which the consumer has had no previous experience. As a result errors 
from faulty choice have tended to increase, and consumers are more 
affected by misleading statements, (c) Consumers are less familiar than 
formerly with qualities of even those goods which have been used by 
families for generations. Textile products provide a good illustration. 
Women who spun and wove were keen observers of the physical proper¬ 
ties of cloth which they bought. If the cloth was made locally, women 
were likely to be familiar with the processes, even though they them¬ 
selves did no spinning and weaving. Such handicrafts are practically ex¬ 
tinct, and elaborate machines and new processes have been developed. 
The consumer-buyer is no longer able to judge the qualities desired, (d) 
Mass production has increased the extent of specialization. As a conse¬ 
quence, manufacturers have become more skilled than formerly in mak¬ 
ing one commodity look like another, and in disguising inferior quality, 
(e) Much confusion has developed because of the multiplicity of brands, 
and the conflicting claims made for various goods by different sellers. 

(13) Long-run trends, involving the disappearance of the Western 
frontier and the emergence of a more stable economy, have shifted at¬ 
tention from a get-rich-quick philosophy to a new outlook on life more 
nearly approaching the thrift precepts of Benjamin Franklin. One busi¬ 
ness man states: 

It is difficult to escajpe the conviction that the questioning attitude of consumers 
about advertising ana the costs of distribution grow out of a fundamental change 
in the American view of life. Many people are convinced today that the way for 
them to improve their economic position is to be able to buy to better advantage 
—and that means that selling practices are, and will continue to be, of real con¬ 
cern to them. 17 

17 An address by A. L. Billingsley, “Steering Through the Forties,'* presented at 33rd 
annual meeting of American Association of Advertising Agencies, May 17, 1940, p. 3. 
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While several recent events have conspired to increase consumers’ in¬ 
terest in the market, this interest is one of long standing; its roots go 
deep. Evidence of this is to be found in the great variety of organizations 
actively presenting the consumers’ point of view. Interest may subside a 
little under conditions where manufacturers and retailers and other sell¬ 
ers are under less pressure to adulterate quality, and where obvious and 
widespread attempts to control prices become less frequent. But certain 
types of price control show many signs of continuing, and wise use of 
money will always be a major problem for most families. Furthermore, 
certain basic difficulties in market selection are not likely to decline with¬ 
out major changes being made in merchandising practices.* 


Accomplishments: Actual and Potential 

No future of any importance for the consumer movement is anticipated 
by those who look upon the present widespread interest in it as a fad, 
a flash on the horizon, that will burn itself out when, as they envision, 
the fickle fancy of women’s organizations accepts another crusade as an 
oudet for their energy. Some people see the main support of the con¬ 
sumer movement resting merely on the enthusiasm for a new cause. 
Another cause, they hold, will shortly be greeted with open arms since 
it will help to erase the unpleasant memories of programs bogged down. 
Enthusiasm for ways of accomplishing given ends has waxed and waned 
in ways seemingly quite incomprehensible. As yet there is, however, no 
evidence of a lessening of interest in the consumer movement 

In accomplishments consumer groups arc likely to point to such things 
as (i) the protective legislation enacted as the Pure Food, Drug and 
Cosmetic and the Wheeler-Lea Acts of 1938; (2) many advances in 
standardization and informative labeling; (3) some checking of local 
price advances, especially of fresh milk; (4) many consumer groups and 
classes giving attention to money management and market selection and 
using the services of testing agencies, and otherwise acquainting them¬ 
selves with policies affecting the consumer interest; (5) a recent rapid 
expansion of consumer cooperatives; and (6) consumer representatives 
serving on Government councils, appearing at legislative and adminis¬ 
trative hearings, or invited to consult with business groups. Special sig¬ 
nificance is likely to be attached to the place of the Consumer Division in 
the war program and the increased awareness of consumers’ interest 
shown by other Government agencies. 

Some of these changes may be dubbed externals indicating little real 
advance. For example, an invitation to cooperate with business groups 
may, it is pointed out by some, be a technique of capture and defeat. 
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The appointment of a consumer representative may be merely a gesture, 
giving only the appearance of power. A representative may be appointed 
whose recommendations are ignored. Such was the fate of those called 
upon to head many of the consumer agencies in the New Deal. 

Increased attention to the consumer interest depends on its fuller recog¬ 
nition as something separate from the producer interest, an awareness of 
policies that will serve it, and means of insisting that it be given atten¬ 
tion. The consumer movement has served to make clear the nature of 
the consumer interest. In doing this it has focused attention on the broad 
interrelationships within the economy; a wider horizon being thus en¬ 
compassed than when policies are discussed with reference to single in¬ 
dustries or occupational groups. The evolving of something closely akin 
to a consumer pressure group holds promise of helping to bring a greater 
measure of balance between the various interests in our economic life. 
The pressure group system, which has come to play a very important 
part in legislative action and law enforcement, can be democratic only 
if the majority of citizens in their different capacities express themselves 
this way. In our society there is a good deal of truth in the statement that 
a right that is not organized is a right which does not exist. 

J. M. Clark in his classic, The Social Control of Business, expresses the 
opinion that democracy is being threatened from two sides: 

“by radicals who feel that a dictatorship by an organized proletarian minority is 
the only way to bring about the revolution that is needed to organize a society 
that will give the good things of life to the masses; and by conservatives who fed 
that organized repression is the only way to maintain an ordered society in the 
face of discontent. Both rest on the idea that the masses are not competent to 
formulate and pursue their own ideals and aspirations. 18 

Although families of moderate income undoubtedly share more fully 
than any other group in the consumer movement, the latter has dealt with 
matters of broad social import, seeking improvements which will benefit 
all consumers in their buying. If the consumer movement can strengthen 
the belief that judgment of what constitutes wdfare should come from 
the people, and in addition can stimulate investigation and action to pro¬ 
mote welfare, it should prove an important agent in the retention and 
effective functioning of democracy. 

Since the consumer movement is characterized by considerable criti¬ 
cism of current policies and practices, it is important to weigh the effect of 
this attitude. Clark says: “It is expensive when the people distrust, the 
leaders of industry and are in turn distrusted by them; it is only less 
expensive than trust misplaced.” 19 Unnecessary distrust must be elimi- 

*** Op. at., p. 54. 

™lbtd. 
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Bated if the consumer movement is to contribute effectively; and distrust 
can best be resolved by honest investigation. 

The contribution of the consumer movement to social welfare depends 
on wise policies and powerful and persistent action. Wise policies depend 
on an understanding of the functioning of the market system and its 
part in getting the most that our productive resources will provide. Never 
before has it been so important to have an intelligent understanding of 
the consumer’s position in the market and, through the market, of the 
economic system as a whole. This book is directed to increasing this un¬ 
derstanding. 



CHAPTER II 

BUSINESS STUDIES CONSUMERS 

Consumers arc becoming increasingly aware o£ their own problems and 
the improvements that they would like to see effected. At the same time 
business men are becoming more consumer-conscious and are recogniz¬ 
ing as never before their need for knowing more about consumer be¬ 
havior, attitudes and preferences. As a result recent years have seen a 
great increase in “customer” research. Changes in consumer-business re¬ 
lationships, and some types and examples of customer research, as well 
as some methods used and problems encountered in such research and 
its possible contribution to consumers will be briefly considered. 

Markets Change 

When one compares markets for various commodities today with those 
of a hundred, fifty, or even twenty-five years ago, it is apparent that 
consumer-business relationships have undergone a great change. These 
changes have affected the methods that producers may use in discover¬ 
ing consumer preferences, their interest in complying with their prefer¬ 
ences, the range of consumers to whom they may sell, and means available 
for influencing choice. A few major facts about the changes will serve to 
indicate why interest in customer research is increasing. 

(i) Geographic specialization of agriculture and large-scale production 
have gready increased the distance between consumers and those whose 
decisions determine the kind of products coming into the market. Many 
agencies and many miles intervene. The greater distance between pro¬ 
ducers and consumers has increased the range of potential consumers that 
may use the products of any one producer and at the same time has 
rendered impossible day-to-day contacts revealing consumer preferences 
and spending power—two very important factors affecting consumer de¬ 
mand. 

A distant producer can, from the volume of sales of various types of 
products, learn something of consumers’ preferences, and get some no¬ 
tion of their incomes. In a few cases consumers may write to manufac¬ 
turers of branded products. But they would probably never write to a 
wholesale dealer of farm products or to the farmer who raised or grew 

*4 
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the products, telling him what improvements they would like. A few 
complaints, favorable comments or suggestions made by consumers in 
retail stores may filter back to manufacturers and farmers. Even at best 
these are usually less precise than the producers would like to have them. 
Furthermore the operation of the market gives the producer little oppor¬ 
tunity to study the potential demand for a new product. Recognizing the 
handicap they are under because of lack of direct contact with consumers, 
some manufacturers and other sellers, including farmers' cooperative 
organizations, are making a special effort to get in touch with people 
who use their goods in order to learn why they like them and what 
changes they wish to have made. Weaver, in contrasting large- and small- 
scale business, writes: 

In a very small-scale business [getting a better understanding of the customer] 
does not present much of a problem because the close contact with the consumer 
assures an intimate knowledge of his needs, tastes, and desires, more or less 
automatically without conscious effort . . . But as business grows in size and 
becomes more highly departmentalized it is necessary to set out systematic pro¬ 
cedures designed to bridge the gap between the ultimate consumer and those 
responsible tor guiding the destiny of business . . - 1 

(2) Custom-made products have declined greatly in importance. Gone 
are the days when consumers went to the local shop and ordered utensils, 
furniture, shoes, dresses, and even cloth, and then waited for weeks or 
months to have them delivered. Consumers now expect to find style goods 
as well as staples in stores ready and waiting to be inspected and selected. 
Production plans as a result must be made far in advance of sale to re¬ 
tailer or purchase by consumers. Before products appear in stores manu¬ 
facturers must make guesses about materials, color, form, texture, and 
other characteristics of products and draw up production plans accord¬ 
ingly. 

It is not strange that under these conditions they try to get consumers 
to want what has been or is being made. In other words, having tried by 
various means to gauge consumer preference, they try to make consumers 
want what has been produced. No question comes in for more debate than 
the extent to which producers can shape consumer demand. The failure 
of many sales campaigns testifies to limits of such influence and the need 
for producers being acquainted with consumer preference if they are to 
minimize losses and use productive resources wisely. 

(3) In recent decades many machines have been invented that have 
increased the economies of large-scale production. Furthermore, current 
changes in merchandising methods are also revealing important econo¬ 
mies in large-scale selling. These changes have reduced the interest a£ 

1 Customer Restarch; Is It Sctenttfic? pamphlet (Detroit: General Motion Coip.). 
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many producers and retailers in catering to demands of single individuals 
or to those of a “limited” number. They have reduced the importance 
of suggestions from consumers that may by chance filter back to manu¬ 
facturers from retailers. Without systematic study these may be laid to 
cranks who want something different, perhaps merely because they dis¬ 
like identifying themselves with the masses, rather than as straws showing 
which way the wind is blowing. As the expression of a small group only, 
suggestions provide an unsatisfactory guide in a system which, in order 
to keep down price per unit, must produce thousands or hundreds of 
thousands of identical products. Furthermore, the economies of mass 
merchandising lead sellers to attempt to influence demand in order to 
make a given article acceptable to a large group of people. 

(4) A change has also occurred in the type of products provided. Style, 
for example, is now important for more products than ever before. Wit¬ 
ness what has happened in the bathroom alone: streamlining and exotic 
colors in the fixtures; colors, solid and patterned, and fancy weaves have 
transformed the white bath towel formerly made with a few standard 
weaves; soap bars and toilet bottles have been streamlined and colored 
as fitting accompaniments to the bath tub and gleaming appurtenances. 
Emphasis on style increases the fickleness of consumer preference and the 
difficulty of guessing what products will “catch on/’ 

Style is more important than formerly; so also are durable goods, the 
consumption of which varies markedly with changes in consumer in¬ 
come. 2 The extreme shifts in income which occurred during the 1930*5 
made many manufacturers keenly aware of the need for more informa¬ 
tion on how consumers behave when incomes rise and when they fall. 
Such risks are intensified by modern methods of manufacturing which 
call for a very large investment in specialized capital. In the face of un¬ 
certain demand, the manufacturer must make an investment which pays 
for itself only over a long period of years and which is of little value in 
producing other products. 

(5) Means of transportation have so changed that consumers as well as 
sellers are in contact with wider areas. Mass production and geographic 
specialization have been possible because consumers over a large area 
could be reached. At the same time any one community is reached by the 
products of many more manufacturers and growers than ever before. In¬ 
dividual manufacturers or farmers cannot be sure that the people who 
bought their product last year will purchase from them this year. Retail¬ 
ers, and through them consumers, may shift to other sources, leaving 
the manufacturers and farmers, from whom they formerly purchased, to 
find new markets. In addition, the automobile has increased the number 

9 See W. H. Lcrugh, High Level Consumption, 1935. 
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of shopping centers that consumers can reach without great expense. With 
this widening of their market, producers are less acquainted than for¬ 
merly with their competitors and appeals being used to attract clientele. 
With wider shopping range and fewer personal contacts, consumer loy¬ 
alty to any one seller in many cases is less than it was formerly. This con¬ 
dition is important to retailers as well as manufacturers. 

(6) A further change has been occurring in facilities for influencing 
consumers, either by arousing emotions or disseminating ideas. The use 
of the radio, the magazine, the newspaper, and other media is important 
in shaping the market for a product or a store. Consumers* response to 
these media and the probable effect of various appeals are of great interest 
to sellers. 

The combined effect of all these changes has necessitated adoption of 
identifying brands, and aggressive selling with increased attention to con¬ 
sumer motives, and to methods of breaking down consumer resistance 
and retaining consumer demand. 

Customer Research: Types, Agencies, and Methods 

Customer behavior or prospective behavior can be studied by separate 
sellers analysing the volume of their sales according to price charged, kind 
of labeling, type of display used, nature and extent of advertising, and 
other selling conditions. Stores may be classified according to income and 
nationality of the bulk of customers, so that the probable influence of 
these can be studied. 8 

Facts about communities that have a bearing on what and how con¬ 
sumers buy may also be assembled. Manufacturers selling in a national 
market are interested in data for the country as a whole as well as those 
for separate regions and communities. Consumer Market Data Hand - 
book, for example, prepared by the U. S. Bureau of Foreign and Do¬ 
mestic Commerce, gives in tabular form for each municipality over 2,500 
population, 82 items of information which indicate buying power. It is 
mainly census data, including facts about the total population, national 
origin, number in each age group, type of dwelling, percentage of dwell¬ 
ings owner-occupied, value of dwellings or rent paid, number of earners, 
number with servants living in, and other facts. Following the publication 
of this volume, Printer/ Ink Publications, an organization publishing 
magazines for advertisers, prepared by regions a simplified edition of it 
for their patrons. It was entitled Printers' ln\ Market Explorations, Fam¬ 
ilies and How They tive. It is interesting to note that no single fact re- 

8 Sec, for example, D. R. G. Cowan, Sales Analysis from the Management Standpoint* 
1938; P. J. Findlen, “Consumers’ Incomes and Retail Merchandising of Potatoes,” Farm 
Economies, New York College of Agriculture, Cornell University, February, 1939. 
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vealed by the census seems to have aroused more speculation among 
manufacturers than the increasing age of the population. 

Some advertising agencies 4 and probably many firms and trade associa¬ 
tions in recent years have invested a good deal in simplifying and re¬ 
publishing for their patrons or themselves the findings of the Consumer 
Purchases Study, that for the first time has made it possible to secure a 
fairly complete picture of consumption by income groups and according to 
family types for many parts of the country. 5 Data are presented by regions 
for both the population in cities, towns and villages, and the farm popu¬ 
lation. 6 

Customer research may be carried on by locating investigators in stores 
to observe how people buy, the extent to which they examine products, 
the kind of questions they ask, their interest in the facts on the labels, and 
response to many merchandising methods. 

Much style research for clothing and accessories is carried on by in¬ 
vestigators who visit fashionable cafes, restaurants, and resorts, noting the 
frequency with which given style features appear. The people en masse 
move slowly. Thus the beginning of many fashion changes can be de¬ 
tected far enough in advance that those using such research findings may 
make adjustments in their manufacturing and ordering so that losses can 
be reduced considerably. 7 

A major new development in recent years in customer research has 
been the use of surveys and other types of investigation whereby groups 
of consumers are contacted and questioned. In a few cases this is done in 
stores. House-to-house visits and mail questionnaires are widely used. 

Since large-scale manufacturers are far removed from ultimate consum¬ 
ers and arc in a position to finance as well as benefit from possible addi¬ 
tional knowledge that might thus be secured, they have been most con¬ 
spicuous in this development. Customer behavior with respect to retailing 
services has however been studied. 8 

General Motors launched its first customer survey in 1921. In 1933 a 
Department of Customer Research was set up. During a recent year it 
contacted as many as two million motorists, using all makes of cars, and 
living in all sections of the country. 0 Weaver, director of this department, 
and a pioneer in this type of research, writes: 

4 See for example those of the Meredith Publishing Company, Des Moines, Iowa. 

fi ( See National Resources Committee, Consumer Income tn the United States 1935-36, 
and Consumer Expenditures tn the United States . 

6 Data for cities published by the U. S. Bur. of Labor Statistics, and those for towns, 
villages, and farms by the U. S. Bur. of Home Economics. 

7 See for example P. H. Nystrom, Economics of fashion. 

8 See for example Solving Marketing Problems of Pood Retailers and Manufacturers, by 
Nielsen, 1939. 

9 See Customer Research, Is U Scientific?, publication of General Motors Corp, 
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Consumer research . . . may be defined as a tool for providing the facts that 
will help to bring about a closer harmony between the manufacturers* products 
and policies . . . and the consumers’ tastes and desires. ... In addition to 
serving as a means of enabling the manufacturer to keep himself educated on the 
changing tastes and desires of the public, consumer research also provides a basis 
upon which to build more effective consumer educational activities, for in order 
to direct educational efforts along intelligent lines it is necessary that we know 
what consumers are thinking . . . 10 

Many separate firms carry on customer research. Among industries op¬ 
erating nationally 30 per cent of the manufacturers are reported to employ 
customer research in some form. 11 Trade associations or government bu¬ 
reaus acting in many cases at the request of an industry carry on customer 
research. Many studies are, for example, carried on by the U. S. Depart¬ 
ments of Agriculture and Commerce. 12 A considerable volume of research 
in agricultural products is carried on by the State agricultural experiment 
stations. Marketing studies by these organizations that follow the product 
through to the consumer have increased greatly in recent years. 18 In addi¬ 
tion, schools of commerce at both State and private universities have car¬ 
ried on many studies of this type. 

Pioneering work in customer research has been carried on by General 
Motors and the Psychological Corporation. The latter during 1940 made 
60 studies involving 100,000 interviews. Columbia Broadcasting Company 
makes many investigations. At the present time almost every large city 
has a corps of workers available for employment in customer surveys. 

The wide range of information sought covers both action and attitudes 
and other explanations of behavior as well as facts revealing family or 
individual status such as income, age, and other things. People are asked 
how they behave; e. g., what type of product or brand they buy or now 
have on hand, how long they have used it, where, when, and by whom 
it was purchased, what quantity was bought at any one time, how fre¬ 
quently the product is purchased or used, by whom it is used and for what 
purpose, what substitute products are used, what advertising they have 
noticed, what difficulties are encountered in use, how much planning and 
shopping about precedes purchase, and so on. 14 

10 H. G. Weaver, “Consumer Research and Consumer Education,’* Annals of Am . 
Acad., vol. 182 (1935, Nov.), 93-100. See also “The Proving Ground of Public Opinion,” 
/. Consulting Psychology (1941* Jy.-Aug.), 149-53. 

11 Customer Research: Is It Scientific?, pamphlet, General Motors Corp. 

12 Domestic Commerce, Nov. 10, 1930, reports the establishment of a new Consumer 
Demand Section set up in the Merchandise Research Division of the Department of Com¬ 
merce, to analyse consumer demand and buying habits, to measure reaction to different 
types of sales promotion. 

18 See for example the publications of the agricultural experiment stations of Minnesota 
and of Cornell University (New York). 

M See for example L. O. Brown, Marfa Research and Analysis, 1937, especially ch. II. 
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Attitudes and preference surveys are also made, in order to get a notion 
of how consumers would act in different situations. Products and mer¬ 
chandising methods are pre-tested before being used on a large scale. Mail 
questionnaires have been widely used by General Motors to discover what 
car features will influence buyers most in the purchase of a car in the 
coining season. Selected groups of consumers have been asked to vote on 
the relative desirability of designs portrayed. In checking on consumer 
attitudes to foods, samples may be served in stores and consumers asked 
to state preferences. Swift & Co., before deciding to feature mild-flavored 
ham, served hams of different flavor at several community dinners and 
asked the people to state their preference. General Electric used its exhibit 
at the New York World’s Fair in 1939 to test consumer preference of 
style and quality of contemplated new models of several products. Bendix 
Company interviewed 10,000 housewives as to their likes and dislikes in 
washing machines before their new product was finally designed and 
launched. Prior to launching Kix in the market, unlabeled packages of it 
were distributed to housewives who reported their opinions. This pro¬ 
cedure covered a period of six months. Life-Savers Corporation has a 
“Taste Jury” on which it depends in making additions to its list of flavors. 
In some cases companies enter into arrangements with consumers for 
trying out foods and reporting the results. 

Some Methodological Problems 

Investigations to be of value must provide important facts, and these 
must relate to a large number of people. Many problems are encoun¬ 
tered. There is the matter of selecting people who will represent the po¬ 
tential consumers of the product. Frey reports: 

Another silverware company exhaustively tested a new design using several 
juries. A group of women with high incomes and living in an eastern metropol¬ 
itan area were questioned first. Next, women in urban areas in the Middle West 
were asked to give their opinion. Finally, a series of tests was run to discover 
whether people who liked the pattern were financially in a position to buy it. 15 

Gallup in his studies of public opinion has done much to aid investigators 
in selecting representative samples. 16 

The type of question asked is very important, even in discovering what 

15 A. W. Frey, Manufacturers' Product, Package and Price Policies, p. 371, 

16 Sometimes reliance is placed in the judgment of a very small group. See for example 
M. Fleiss, “The Panel as an Aid in Measuring Effects of Advertising,’' f. Applied Psych*, 
vol. 24, 1940, 685-95; N, H. Borden and others, A Test of the Consumer fury Method of 
Ranking Advertisements (Harvard University Graduate School of Business Administration* 
Division of Research, Business Research Studies no. n, 1935). 
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people do. 17 Leading questions have to be avoided. Memory may be faulty 
or people may strive to answer in such a way as to impress the investi¬ 
gator. The Pantry Method in which the investigator inspects the branded 
foods on hand is considered to be a more accurate method of discovering 
use of various brands than asking what brand was last bought. 18 One 
survey attempted to discover readership of various magazines through 
asking families what magazines were read. The study reported a very 
high percentage of families reading such magazines as Time, Atlantic 
Monthly, Harpers, and others ranking high in social prestige. A follow-up 
survey in which people were paid small sums of money for copies of re¬ 
cent magazines on hand brought a very different picture. 

Memory problems can be simplified in many ways thus increasing the 
accuracy of findings. Inquiries concerning usual or customary practices in 
the purchase of items involving small expenditure and frequent purchase 
are likely to be less accurate than questions bearing on most recent pur¬ 
chase. Except for major items, questions concerning behavior during the 
past week are likely to be more accurate than those involving the past 
month or year. 

“Why” questions involve greater difficulty than behavior questions. 
With many investigators their value as commonly used rates very low. 

In any specific case they [answers to “why” questions] are likely to be so un¬ 
systematically and heterogeneously compounded of reasons, prejudices, emotions, 
preconceived notions, and impulses, most of which are not recognized as such by 
the individual concerned, that the task of isolating them is well-nigh hopeless. 19 

Under the heading of “facts versus fancies,” Link writes: 

The thesis of modern psychology is that the most reliable measures of people's 
thoughts, feelings and preferences are the overt acts in which they express them¬ 
selves; and that asking people why they have bought certain articles is about the 
least reliable method of discovering the true reasons. The individual's explana¬ 
tion of his behavior is too often an imagined one to permit its uncritical use. 20 

Brown believes that the investigator will 

prefer to collect data from objective facts, if these will serve his purpose, rather 
than data about subjective states and experiences of consumers; information given 

17 For discussion of this problem see for example H, G. Weaver, “Customer Question¬ 
naire Technique,” Am. Mark, . vol. x, no. 3 (1934* July), 115-18; S. Roslow and A. B. 
Blankenship, “Phrasing the Question in Consumer Research,” /. Applied Psych., vol. 23, 
1939, 612-22; P. F. Lazarfeld, “The Use of Detailed Interviews in Market Research,” 
Am. Uar\. /. (1937, July); L. O. Brown, Market Research and Analysis, 1937, especially 
chs. 2 and 3. 

18 For reports of such studies see Printers* ln\ Weekly. 

19 R. Alexander and others, Marketing, 1940, p. 607. 

20 Op. tit., p. ax. 
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by an individual about his subjective states and experiences may be mere rational¬ 
ization—either meaningless or definitely misleading. 21 

He believes, however, that special techniques can be employed in framing 
questions and interpreting replies which will increase our knowledge of 
motives. 

Ordinary “why” questions have come in for a great deal of criticism, 
because they elicit answers which are “vague,” “meaningless,” “mislead¬ 
ing.” A few examples drawn from recent food studies will readily reveal 
the reason for such criticism. In one study, consumers were asked why 
they “did not use any more eggs.” What the investigator discovered was 
that in 1928, 76% and 85%, and in 1932, 86% and 100% of two groups 
queried did not wish any more. 22 The major reasons for using eggs were 
that people liked them, they were considered “healthy,” and they were 
convenient to prepare. 

An attempt is often made to discover preference by asking people to 
describe their preferences and to give basic reasons for likes and dislikes. 
Of this technique, Hobson states: 

One may ask individuals what kind of cheese they like best, but too often they do 
not know, or lack a sufficiendy standardized vocabulary to describe their prefer¬ 
ences. The answers to certain questions indicated that most people are not cheese 
conscious. Their views regarding likes and dislikes for cheese were rather hazy. 23 

When samples can be shown to consumers who are asked to indicate 
their preference, they are not handicapped by lack of vocabulary. 24 It 
should however be recognized that in such a circumstance persons may 
express the preference that they consider most acceptable socially. Thus 
inaccuracies arising out of pride occur. 

Some Benefits from Customer Research 

Because of widespread interest in customer research many people are 
being attracted to it, especially from the field of psychology; and increased 
attention is being given to research methods that will reveal facts about 
consumer demand. Consumers should gain from such studies both in 
improvement of product and adjustment of services in line with their 

21 F. Brown, "Some Problems in Market Research," Some Modem Business Problems, 

1936. 

22 R. B. Corbett, A Study of Consumers* Preferences and Practices tn Buying and Using 
Eggs , R. I. Exp. Sta. Bui. 240, p. 25. 

28 A. Hobson and M. A. Schaars, Consumer Preference for Cheese , Wis, Agr. Exp, Sta., 
Res. Bui. 128, T935, p, 16. 

24 For example, E. H. Rinear, Consumer Preferences for Potatoes, N. H Agr Exp. Sta. 
Circular 37, 1931; H. H. Bakkeu, Consumer Preferences for Potatoes f Wis. Agr. Exp, Sta. 
Bui. 124, 1934. 
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preferences. Market efficiency should be increased. In addition, consumer 
educators will derive much from studies bearing on consumer behavior, 
attitudes, and preferences that should serve to make their teaching of 
consumer buying more effective. 



Tart 11 Consumers: Their Status, Tractices, and Problems 


CHAPTER III 

CONSUMERS: WHERE AND HOW THEY LIVE 

The family is the main consuming unit. Before examining consumer 
problems and behavior with reference to the market, it will be helpful to 
have before us a few facts concerning families, where they live, the size 
and security of their incomes, and the way in which they spend their 
money. 

It is very important for consumer educators who try to help people to 
get more for their money, as well as for business men in their efforts to 
sell, to be acquainted with the consumer groups with which they deal* 
The treatment here must of necessity be limited to broad pictures. Many 
programs call for assembly of facts about local consumer groups. 


Where They Live 

For the past century the population in this country has moved city¬ 
ward. In 1830, less than 9 per cent of the people were in cities of 8,000 
or more; in 1900, the proportion was about one-third; by 1940, it was close 
to one-half. The proportion of the population living in cities of different 
sizes and in rural communities is shown in Fig. 1. Although large cities 


Fig. x: Percentage op Population Living in Various Communities in 1940 
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are conspicuous, a large proportion of the population, close to 44 per cent,, 
still lives on farms or in towns and villages of less than 2,500 population. 
These small centers of population thus provide the closest, although not 
the only, market available?—in them occurs 18 per cent of total retail sales. 
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In contrast with farmers, a large proportion of city-dwelling consumers 
lives outside family units, but even there they form a small part of the 
whole population. Farm families are larger than urban families and have 
more small children. 

The location of a family affects its opportunity to do things for itself, 
and hence the type and amount of goods purchased. Distance from mar¬ 
ket and the type of stores to which it has ready access affect the buying 
practices. In addition, the things that people want to buy are in large part 
determined by their occupation and environment. 

The influence of size of community on home sewing was studied sev¬ 
eral years ago by O’Brien, who found that the proportion of women mak¬ 
ing garments declined in every instance as size of community increased. 1 
More and more ready-to-wear garments are being worn by people in all 
types of communities, but sewing is still more important in rural than in 
urban communities. 2 

Canning, preserving, and baking are also more important for farm than 
for city families. For example, the Consumer Purchases Study reports 68 
per cent of all farm families in the North and West purchasing bread 
during the week for which data were given, the range being from 60 per 
cent for those in the low-income group to 78 per cent in the high. In the 
Southeast, 42 per cent of all white families on farms report the purchase 
of bread, 22 per cent of those in the lowest income group and 92 per cent 
of those in the high. 8 Among city families in both regions, percentages 
purchasing bread ranged from 80 per cent of those with low incomes to 
100 per cent of those with high incomes. 4 The difference between city 
and farm families in the purchase of such things as cake and mayonnaise 
is even more striking. 

In Chicago and New York, families with incomes from $1,000 to $1,500 
spent 80 cents for baked goods out of every $1.00 going to grain prod¬ 
ucts. For farm families of similar income level in the North and West, 
51 cents out of every $1.00 spent for grain products went to baked goods. 

In a few farm communities, the range of commodities usually pur¬ 
chased is very meager, not only because income is low, but also because 
families provide so many things by their own labor! For example in Knott 
County, Kentucky, typical of many parts of the Appalachian Highlands, 
among 227 families studied, one-half were doing their own shoe repair¬ 
ing, two-thirds were making quilts, three-quarters were making soap, and 

1 Present Trends in Home Sewing, U. S. Dept. Agr., Misc. Pub. 4 (1927), p. 5. 

2 U. S. Bur. Labor Statistics, Bui. 648, vol. Ill, tabic 5, reports the expenditures for yard 
goods, either for home sewing or a paid dressmaker. Similar data for village and farm 
families are available. 

* U. S. Dept. Agr. Misc. Pub, 405, pp. 344-45. 

*U. S. Bur. Lab. Stat, Bui. 6 48, vol. II, table 5. 



CONSUMERS AND THE MARKET 


26 

one-fifth brooms. Churning, canning, pickling, drying fruits and vegeta¬ 
bles, and butchering were activities of every home. 5 

Farm families in many parts of the country provide all their own milk, 
eggs, chickens, vegetables, and pork, and much of their fruit and butter. 
In 1935-36, in 16 out of a total of 20 communities studied, income “in 
kind” constituted 40 per cent or more of the total income of farm families 
having total incomes of $750 to $999.® 

Income to Provide for Family Needs 

Figures on national income have long been available. Only recently 
have facts been secured showing how it is distributed among families and 
individuals. The National Resources Committee after interviewing thou- 


Fia 2: Proportion of Nation’s Consumer Units Receiving Each Tenth of 
Aggregate Income* (1935-1936) 



sands of people in all parts of the country concerning their incomes in 
I 935 “ 3 6 made a report Incomes of families are shown in Table 1. There 
were three fa mili es reporting income for every single individual reporting 

5 Faith Williams, “Family Living Standards Depend on Use as Well as Size of Income,” 
Yearbook of Agn., 1932, pp. 549—5 1 * See also Faith Williams et al., Family Living in 
Knott County, Ky., U. S. Dept Agr. Tech. Bui. 576 (1937). 

*1 Study of Consumer Purchases, U. S. Bur. of Home Econ., preliminary figures. Hus 
income group was the modal income group for 13 out of the 20 communities studied. 
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a separate income. Inequality of incomes is strikingly brought out in Fig. 
2. One-tenth of the total income was shared by the few families and in¬ 
dividuals with income of $14,600 and over. At the other extreme, 33 per 


Table i: Percentage of Families Having Incomes under a Specified Amount in the 
United States, 1935-36 * 


ITEMS 

PERCENTAGE OF FAMILIES HAVING INCOMES UNDER 


$500 

$1,000 

$1,500 

$2,500 

UNITED STATES 

All families 

14.2 

41.7 

64.6 

87.4 

All non-relief families 

10.6 

35.3 

59-3 

85.2 

All relief families 

Urban Communities 

33*9 

76.8 

94*2 

99.8 

1,500,000 population and over 

4-5 

18.2 

40.1 

74-3 

100,000 to 1,500,000 

6.4 

24.5 

47.5 

78.9 

25,000 to 100,000 

7-9 

31.9 

56.4 

85.2 

2,500 to 25,000 

Rural Communities 

9-4 

33-6 

59-3 

86.3 

Non-farm 

11.9 

38.1 

63.7 

87.8 

Farm 

17.7 

52.3 

74-9 

92.3 

REGIONS 


FARM FAMILIES 


New England 

6-4 

36.4 

65.5 

93-5 

North Central 

7-7 

35 -i 

64.4 

90-4 

Southern 

24.1 

65.3 

83.3 

94.2 

Operators 

17.2 

57-2 

78.5 

92.3 

White 

10.9 

49.4 

73.6 

90.2 

Negro 

38.4 

84.2 

95-4 * 

99.8 

Sharecroppers 

46.4 

90.7 

98.5 

100.0 

White 

29.6 

83.7 

96.9 

100.0 

Negro 

57-5 

95-4 

99-5 

100.0 

Mountain-plains 

27.0 

59.1 

79.8 

93-9 

Pacific 

9-3 

33-8 

56.4 

81.9 

CITIES 100,000 TO 1,500,000 POPULATION 

New England 

6.4 

39-3 

56.6 

83.3 

North Central 

4.2 

19.6 

43-7 

77.0 

Southern 

xo.9 

32-9 

50.5 

78.7 

White 

5 -* 

21.6 

39-9 

73-5 

Negro 

33-9 

77-7 

92.1 

98.6 

Mountain-plains 

4.2 

21.4 

45.6 

77-2 

Pacific 

5-9 

23.1 

48.1 

82.2 


•National Resources Committee, Consumer Incomes in the United States, 1938, pp. 25, 
98, 99, xoo. Except in those places indicated, relief families are not included. Income re¬ 
ported includes the value of bousing in rent-free dwellings including those which are 
owner-occupied, and also the home-furnished food valued at most likely place of purchase. 


cent of the consumer units with incomes of $760 and below got another 
one-tenth of the total. 

If total national income of 1935-36 had been equally distributed among 
individuals each person would have received $470. A family of four would 
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have had an income of $1,880, yet relief and non-relief families receiving 
less than $1,750 constituted 78.6 per cent of all families. 

The percentage of families with high incomes increases with size of 
city. Cost of living is somewhat higher in large than small cities and much 
higher in large cities than on farms. It is in the cities that the majority 
of the very high incomes, shown in-Fig. 2, are concentrated. 

There are str iking differences among regions both for farm and urban 
families. 

In 1935-36, the median income of families in the various occupational 
groups was as follows: 7 


wage-earning .$M75 

farming . 9^5 

clerical . i>7°° 

business 

salaried . 2,485 

independent. 1,515 

professional 

salaried . 2,100 

independent .. 3,540 


Large families have much the same income as small families, but it 
must be shared among more members. In 1935-36, the per capita income 
of 2-member families was $774 and of 5- to 6-member families it was $355.® 

Since 1936, national income has risen, unemployment during 1941 de¬ 
creased, the wages of many group workers have risen, prices have in¬ 
creased for all. Some of the rich are richer, a larger number of those with 
moderate incomes are “more comfortable” than they were. But a large 
proportion of the families still have low incomes, and few will rise above 
moderate income levels. It is obvious that for the great mass of the popu¬ 
lation a high scale of living has not yet been achieved. Those who insist 
that f a m ilies are not interested in economy, that they buy only on the basis 
of services offered, that style, not durability, is the thing desired might 
well pause to realize what a small part of the income group their personal 
observations may have included. 

Security of Income 

Incomes are very unequally distributed and many of them are very 
low. A few are very high. In addition, the incomes of many families have 
fluctuated greatly. Home owners in 52 cities reported an average income 
of $2^69 for 1929, and an average income of $1,478 for 1933—a decline 

7 Nat Res. Com., op. cit.> p. 26. 

6 Ibid., p. 21. 
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of 35 per cent. 'Families in rented homes reported an average income of 
$1,512 in 1929 and $1,052 in 1933—a decline of 30 per cent. 9 

Unemployment, with income in many cases completely cut off, has been 
a nightmare to many. The number of workers and the income paid to 
them in 1932 in contrast with 1929 is shown by industries in Fig. 3. 


Fig. 3: The Number of Workers in 1932 for Every ioo in 1929 and the Income 
in 1932 for Every {ioo in 1929 by Industrial Divisions * 



* Source: S. Kuznets, 'National Income, 1929 to 1932, Nat’l Bur. of Econ. Res., Bui. 51 
(1934). Income paid out included money going to bonds and stocks as well as to wages. 
Workers on part time, as well as on full time, are included. 


The number of workers in agriculture was much the same in 1932 as in 
1929. But income had fallen by approximately one-half. For almost all in¬ 
dustries income declined more than the number of workers. 

Unemployment in the early 1930*8 occurred among young, old, manual 
laborers, clerks, teachers, scientists. In addition, the income of many cm- 
9 U. S. Bur, of For. and Dom. Com., Release, June 26, 1935. 
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ployed fell. The change in average income of salaried employees and wage 
earners who were at work in selected industries from 1932 to 1937 is 
shown in Fig. 4. The salaried workers who remained employed had in 
1932 higher purchasing power than in 1929: salary per worker did not 
fall as much as the cost of living. This was, however, not true of wage 
earners. 

This insecurity of income affects the family in many ways. As far as 
spending habits are concerned, it makes long-time planning difficult; at 



1929 1930 1931 1932 1933 1934 1935 1936 1937 

* R. R. Nathan, Income tn the United States, 1929-37 (U. S. Bur. oi For. and Dom. Com., 
1938, mimco.). 

the same time it greatly increases the need for it. It increases the hazards 
of installment buying; at the same time it makes some source of credit for 
certain types of purchases highly desirable to families wishing to maintain 
their independence. 

Gainful Employment of Married Women 

Some married women do gainful work. Most of their labor, however, goes 
to direct production for the family. Division of labor within a family re- 
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suits in the woman’s doing most of the shopping and buying. In most 
cases she devotes more thought than others to deciding what is best to 
buy. 10 Hence the advertising of consumer goods is designed to appeal 
more to women than to men. 

Most women have more time than enough for those household tasks 
whose performance in the home is specially advantageous. Consequently, 
much of their time has a low money value, and an hour spent in shopping 
to save a few cents—or in exactly meeting a whim of fancy—does not seem 
wasted. Women may continue certain household tasks merely because 
they feel that they have nothing more important to do. The gainful em¬ 
ployment of married women is, however, increasing. For 1930 the Census 
reported 14 per cent of all homemakers as gainfully occupied. If this 
should continue, the type of commodities purchased and buying practices 
will tend to be modified. In many cases women who combine gainful 
work with household tasks become more interested in labor-saving equip¬ 
ment; their time has new money value. The extra income earned may 
also make funds available for buying equipment; and the share of other 
members of the family in choosing and buying may increase. 

How Money Income is Spent 

Many studies of family expenditures have been made. Some recent ones 
will serve to illustrate differences in expenditures which occur with varia¬ 
tion of income, of community, and of family type. A broad picture of 
expenditures by income groups is given in Table 2. 

Food is the major item, and its importance declines with increase in 
income, whereas clothing, automobile, and some other categories increase 
in importance. With higher incomes, new cars rather than used cars are 
more frequently purchased and mileage driven increases. Among many 
groups of families, the automobile ranks next to food and housing in 
importance. 11 

Table 3, showing the percentage of families who in 1934 had incomes 
of a given size, and the percentage of these having bathrooms, mechanical 
refrigerators, and automobiles, gives another cross section which suggests 
the relative importance of various goods in family scales of preference. 

Standard of Living 

The standard of living, that is the sum total of things that families 
consider essential, is revealed through expenditures, the status of housing, 

10 For some light on the relative importance of men and women in the selection of 
various items for family use, see P. Arnold, “Who Buys What?” Advertising and Selling , 
vol. 23 (1934, Jy. 19), 27. 

11 U. S. Dept. Agr. Misc. Pub . 415, p. 4. 
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and hundreds of other things that space does not permit being discussed 
here. The American standard of living is characterized by absence of class 
distinction, and by a measurement of values in terms of money; much 
importance is attached to the new, to speed, to time-saving. One-family 
dwellings and home ownership rate high. Health and formal education, 


Table 2: Percentage of Total Expenditures of American Families and Single 
Individuals for Main Consumption Items, by Income Level, 1935-36 * 


INCOME LEVEL 

{dollars) 

FOOD 

HOUSING 

CLOTHING 

HOUSEHOLD 

OPERATION & 

FURNISHINGS 

AUTO¬ 

MOBILE 

RECREATION, 
PERSONAL 
CARE, AND 
EDUCATION 

OTHER 

ITEMS 

Under 500 

44 

22 

8 

II 

2 

5 

8 

500- 750 

42 

20 

9 

12 

4 

5 

8 

750- 1,000 

40 

19 

10 

X2 

4 

6 

9 

1,000- 1,250 

38 

19 

10 

13 

6 

6 

8 

1,250- 1,500 

36 

l8 

10 

13 

7 

7 

9 

1,500- 1,750 

35 

l8 

10 

13 

8 

7 

9 

1,750- 2,000 

33 

l8 

10 

14 

9 

7 

9 

2,000- 2,500 

31 

18 

II 

13 

10 

8 

9 

2,500- 3,000 

30 

l8 

II 

14 

10 

8 

9 

3,000- 4,000 

28 

l8 

12 

14 

10 

9 

9 

4,000- 5,000 

26 

18 

13 

14 

11 

9 

9 

5,000-10,000 

23 

19 

13 

15 

12 

9 

9 

10,000-15,000 

20 

21 

13 

15 

11 

12 

8 

15,000-20,000 

19 

l8 

14 

15 

10 

13 

11 

20,000 and over 

15 

20 

14 

l6 

12 

12 

11 

All levels 

34 

19 

10 

13 

7 

7 

10 


•National Resources Committee, Consumer Expenditures in the United States, p. 85. 
See also National Resources Planning Board, Family Expenditures in the Untied States, 1941. 


although not necessarily learning, are conspicuous among the things for 
which people strive. 

It is essential that a student of marketing be conscious of this standard 
and its influence on choice. On the one hand, it is a goal toward which 
people strive; on the other hand, it is a pattern to which they feel con¬ 
strained to conform. Basic human drives, established customs and con¬ 
ventions, available resources, education, and advertising influence its de¬ 
velopment. The compulsion of the “accepted” standard of living weighs 
on people in varying degrees. For few people is it rigid and precise in its 
dictates of what is best. Within its bounds minor choices, at least, must be 
made. These may be very perplexing. 

Whether the “American standard of living” is high or low, good or bad, 
and the relative importance of the forces which shape it, is a problem 
quite outside the scope of this book. It is sufficient here to recognize the 
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existence of standards which shape consumer choice, determine goods 
purchased, and direct the use of productive resources. Sellers recognize 
their existence and may, through aggressive selling, attempt to modify 
them. 

Wise production and sales plans clearly recognize family status, income. 


Table 3: Families in 50 American Cities, Having Specified Income and Certain 
Facilities, Classified by Income Groups, 1934 * 


INCOME GROUPS 
(dollars) 

PERCENT¬ 
AGE OF 

FAMILIES 

PERCENTAGE OF FAMILIES HAVING: 

/ bath¬ 
tub or 
shower 

2 or more 
bathtubs 
or showers 

Mechanical 

refriger¬ 

ator 

1 auto¬ 
mobile 

2 or more 
auto¬ 
mobiles 

No income 

4-7 

70.6 

2.0 

8.4 

32.9 

1.9 

1- 499 

21.7 

61.9 

0.8 

3.8 

31.1 

0.7 

500- 999 

23-4 

80.0 

i -3 

8.3 

43*5 

1-4 

1,000-1,499 

19.2 

90 1 

1.9 

17.4 

58.6 

2.2 

1,500-1,999 

13-4 

93-9 

2.4 

28.7 

72.4 

3 -i 

2,000-2,999 

10.8 

93-2 

5.0 

42.9 

73-3 

6.0 

3,000-4,999 

5.0 

86.0 

13.0 

60.6 

74-7 

«-9 

5,000 and over 

1.8 

58.6 

40.8 

76.9 

61.0 

3 i -7 

All 

100.00 

80.8 

3-2 

19.4 

51.6 

3-3 


* Source: Consumer Use of Selected Goods and Services by Income Classes, U. S. Bur. of For. 
and Dom. Com., Market Senes, 1935— 1 937 - Cleveland, Ohio, is the largest city included. In 
all, the report covers 228,692 families. “The cities were selected on the basis of such differ¬ 
ences in family composition, occupational characteristics, geographic settings, etc., as would 
contribute most to a broad sampling.” The proportion of families from whom information, 
was secured differed from city to city: in Butte, Montana, the survey included 38.3 per cent 
of the families, in Cleveland, Ohio, 20.0 per cent and in Jacksonville, 8.2 per cent. This differ¬ 
ence in sampling was not into account in combining the data from the various cities. 
It seems probable, however, that this fact does not interfere with the combined data giving 
an accurate picture of these cities as a whole. This is borne out by the fact that for the 18 
cities for which data were first published the percentage of families in the various classes was. 
practically identical with the proportions for the 50 cities shown above. 


and standard of living. These are fundamental factors determining be¬ 
havior. They should be kept in mind in analysing consumer problems and 
in planning consumer education programs. 



CHAPTER IV 


CONSUMERS’ BUYING PROBLEMS AND PRACTICES: 
WHAT AND WHERE TO BUY? 

What are the Buying Problems? 

In the market is an endless variety of goods serving many uses. There 
are numerous breakfast foods, dresses, suits, automobiles, golf dubs, 
blankets, pianos, and other products differing greatly in quality and 
prices, sold in stores which offer widely differing services. Furthermore 
the market is full of change. The money income to be spent must meet 
many needs, which in turn are subject to considerable change from time 
to time. A good deal of human effort and intelligence must be applied 
if money income is to bring maximum returns. In making purchases 
every buyer faces certain major decisions which cannot be escaped. Most 
important of all is the matter of “what to buy?” In addition there are 
many other questions, for example, “where to buy,” “who is to buy,” 
“when to buy,” “what quantity to buy,” “how to pay for goods,” “how 
to recognize the quality best suited to a given purpose,” and “how to know 
which quality is best in view of price.” 

Market situations affecting these problems will receive attention 
throughout later chapters. It seems desirable, however, to consider the 
nature of the problems involved, how they are affected by family situa¬ 
tions, and what consumer practices are, and how they are affected by, and 
in turn affect, retailing. 

Shaping One’s Standard of Living 

Behind the question of what specific goods to buy lie basic problems of 
choice making. It is only after the goals in life are defined more or less 
clearly, and choice has been narrowed somewhat, that the problem arises 
of what specific color, size, form, quality, or make is best. The basis of 
choice lies far behind the actual searching for particular commodities in 
the market. Wise choice first of all necessitates a full knowledge of life, 
its potential joys, the experiences that will bring the fullest possible living 
and expansion of human capacities. Second, it is important to understand 
the special aptitudes and interests of those who are to use the goods. 

The best answer to what to buy comes from those families who have 

34 
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given much thought to what they want in life, who have deliberated on 
the importance of health, education, sports, social position, beauty, music, 
travel, and the host of other things that people want. They have studied 
carefully the goods which will meet their needs. A knowledge of goods 
available in the market, their relative quality and price, is essential. Re¬ 
sources are limited. For this reason there is need for careful judgment in 
weighing relative merits of conflicting claims, “this” versus “that,” the 
“need” of one family member versus the “need” of another, the present 
versus the future. 

Thinking about needs and studying various goods available have im¬ 
portant results. Wants tend to arrange themselves in scales of value. In¬ 
stead of confusion, things wanted, big and little, important and unimpor¬ 
tant, being mixed up together, there comes a measure of order. Needs of 
various kinds have been compared, long-time as well as immediate bene¬ 
fits have been calmly surveyed. This weighing of claims is the central func¬ 
tion of budgeting. Decisions must be made sometime. It becomes merely 
a matter of when they can best be made, whether by careful deliberation, 
or on the impulse of last minute spending in the market. 

Few guides in evaluating conflicting claims are available. Studies of 
typical family expenditures are suggestive, and help families to be more 
critical of their own spending. But there is no formula for living. Kyrk 
lists several tests of a high standard of consumption: (1) Degree of bal¬ 
ance and proportion between the interests represented; (2) Degree to 
which a full and varied experience is provided for; (3) Degree of in¬ 
dividuality and originality shown in choices; (4) Degree to which the 
most lasting, the least costly, and the most basic sources of satisfaction 
have been chosen; (5) Degree to which scientific information and the best 
thought of the ages have been used in the selection of means to desired 
ends. 1 

It is no routine matter to live up to such a standard. Only those with 
much zest and purpose in life can achieve it. Only after much delibera¬ 
tion on the part of families do their wants arrange themselves in scales of 
values having individuality. For the most part families accept the patterns 
laid down for them by the social group of which they are a part. Choice is 
thereby restricted. But no matter how cut and dried is the pattern of life, 
some choices must be made. For most families income is limited, dollars 
and cents are scarce. The relative merits of goods have to be carefully 
weighed if families are not to sigh for dollars past recall. A family whose 
members have well-thought-out ideas of what they want in life will prob¬ 
ably have fewer regrets over misspent money than families who drift 
along first interested in “this” and then in “that,” whose purchases are 

1 Hazel Kyrk, Economic Problems of the Family, 1933, p. 394. 
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the result o£ day-to-day decisions, in which immediate need and impulse 
of the moment are uppermost. Never before has this question of what to 
buy been more important. Never before has it been more difficult. 

Family living now comes largely from the market. Offered for use is a 
great array of goods for various purposes and of many qualities. New 
goods or variation of old goods are continually appearing. Through sell¬ 
ing methods, superficial differences are gready magnified. These facts 
alone make decisions complex. But goods are not merely offered for sale. 
Sellers do more t han notify buyers that certain goods are available, and 
their efforts are not restricted to suggesting that consumers come and 
examine their qualities and weigh their merits. Instead, goods are de¬ 
scribed in glowing terms, their merits lauded by song, dance, and exciting 
adventure. Their importance is impressed upon the consumer with ex¬ 
travagant claims and in glowing color; beautiful women and handsome 
men radiant with health and social approval advise their purchase. Con¬ 
sumers are enticed into purchasing by contests and premiums. This pres¬ 
sure from sellers seeking profit adds to consumers’ confusion, distorts their 
reasoned judgment, makes it especially important that advice from more 
impartial sources be secured, makes it desirable that all decisions as to 
what to buy should be made away from, and not in, the market. Sur¬ 
rounded as consumers are with advertising and other devices to arouse 
impulses, time to weigh the relative merits of goods has become exceed¬ 
ingly important Through shopping and other means, information con¬ 
cerning goods available must of necessity be secured; the market must be 
studied. For wise decisions the relative merits of goods must be evaluated 
away from the glamor of display. 

What Product and Quality to Buy 

Many levels of choice must be made. Consumers must first of all, con¬ 
sciously or unconsciously, choose among ends or purposes of life. They 
must also choose among the many types of goods which might contribute 
to the ends to be achieved. Then comes the very urgent matter of what 
kind and cut of meat to order for dinner. Would the family like grape¬ 
fruit juice as a change from oranges and prunes? What color of evening 
dress would be best this fall? Will the color be becoming? What make of 
car is best this season? Will Ivory soap flakes or Lux be better for wash¬ 
ing dishes? What kind of mattress is most relaxing? What books are 
suitable for Jane, aged five years? 

Consumers are aware of the existence and importance of such ques¬ 
tions. Some are more pressing than others. Nothing attracts a crowd 
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more readily than a display of latest models, either of automobiles or 
women’s clothing. Books, magazines, lectures on “food for health,” “food 
that delights the eye and pleases the palate” find a ready audience. Rules 
have a wide appeal whether they relate to choosing the most becoming 
shade for blondes or to selecting furnishings for the modern home. An 
appraisal of the relative merits of goods in terms of efficiency, durability, 
smartness, is everywhere eagerly sought. 

In buying any product it is necessary to consider what quality is best 
for the purpose in mind and best in view of price. Information on price 
differences among substitute or alternative goods which would serve the 
same or much the same purpose is of prime importance. Foods can be 
measured in terms of calories or other nutrients, and price comparison 
thus be greatly simplified. When this is done consumers are likely to be 
gready impressed, for example, with the high cost of prepared ready-to- 
serve cereal in contrast with raw cereals, and with the wide difference in 
the cost of edible portions of various cuts of meat. Price comparison for 
things other than food is not so easy. 

Choice may also have to be made among brands or between products 
with or without a brand name. In doing this consumers need to be aware 
that a company may put out identical products under different brand 
names to be sold at different prices over the same counter, and that among 
brands of various companies, the same quality may sell at very different 
prices, and that some unbranded products are relatively low in price. 2 

Prices differ with quality. To use a given money income wisely con¬ 
sumers need to be as fully informed as possible about the relative merits 
of specified qualities for various purposes, and must be able to gauge 
which is best in view of price. Money in many cases is wasted through 
buying quality “better” than is necessary to secure satisfactory results. At 
times the difference between so-called qualities or grades of products is 
often very superficial; it may be caused by the proportion of red on apples, 
the number and glitter of gadgets on a car, the amount of nickel trim¬ 
ming on a refrigerator or stove. But again we come back to the fact that 
even though fully apprised of the use-value of various qualities in a prod¬ 
uct, consumer-buyers in many cases are unable to identify them and hence 
unable to make intelligent decisions about the relative merits of the prod¬ 
ucts offered for sale. 

Acquaintance with price difference by quality is important. A study was 
made of apple prices in the Chicago market. A weighted average of Jona¬ 
than, Delicious, Winesaps, Rome Beauty and Yellow Newton extra fancy 
averaged about 15 per cent higher than fancy, and C grade averaged 18 

2 For discussion see pp. 360-1 infra. 
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to 20 per cent lower than fancy. 8 Size of apple was found to be an im¬ 
portant factor influencing price per box. Sometimes large apples com¬ 
mand a premium; at other times, the medium size. 4 

A study made in Michigan indicates the effect on price of consumer 
preference for red color in apples. A trial was arranged to discover how 
much people would pay for red rather than green apples. Northern Spy 
apples were sorted into groups according to the proportion of green color¬ 
ing. They were priced according to the degree of color. The results of the 
test are shown in Fig. 5. Those with most red were priced the highest and 
yet they represented the largest volume of sales. This study also showed 
that the smaller sizes could only be sold if the price was much below that 
of the larger apples. Yet for many uses color and size are of little or no 
significance. A consumer well informed of the true merits of apples may 
take advantage of this fact. 

Attention to price differences among qualities is likely to vary greatly 
with consumers’ income and their interest in economy. For the market 
as a whole these vary from time to time. Whatever the situation, the terms 
“high price” and “low price” cannot be thought of apart from high and 
low quality of goods and extent and kind of merchandising services given. 

The nearer a group of buyers comes to accepting the minimum quality 
and service offered in the market the more they are considered, by the 
retailer and others, to be interested in price; and the more people feel 
obliged to get the most for their money the more they tend to seek the 
lowest price at which the goods are offered. During the depression many 
family incomes declined and families thus affected, for the most part, 
sought to maintain their customary scale of living. They were forced to 
search more diligently for the best price and to move closer and closer to 
the minimum quality acceptable to them. With better times price remains 
important but more people now fed that they can afford the “better qual¬ 
ity.” But for that better quality they are still interested in the “best” price. 
As money income increases people are willing to spend less time than 

8 Market Suppltes and the Price of Apples , U. S. Dept Agri., Cir. 91 (1929), p. 30, 
See also Oregon Apple Prices, by Variety Grade and Size 1922 to 1926, Or eg. Exp. Sta. 
BuL 244 (1929). 

4 “In the case of the Jonathan variety from the State of Washington, the New York 
auction sales for the first weeks in October, November, and December in 1926, 1927, and 
1928 indicated that sizes represented by 150 and 163 apples to the box usually com¬ 
manded the highest prices per box. In seven of the nine weeks for which records were 
studied the price of the larger Jonathans, of the size of 80 or 88 to the box, averaged 
15 to 30 per cent lower than on the 150 and 163 sizes. This relationship was true for 
both the extra fancy and fancy grades. The first week in October, in both 1927 and 1928, 
the larger Jonathans (those of the 88 and 100 sizes) sold at the highest prices. In t hese 
ins t an c es the 163 size sold at about 20 to 25 per cent discount as compared with the 
highest prices received.’* Ibid. 
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formerly in searching for the best price. The relative importance of time 
and money has undergone a change. 

A study made of store preference, by the Cleveland Press in 1932 and 
1936, reports that in 1932 “price” accounted for 31 per cent of all the 
reasons given for preferring one store to another; in 1936 it accounted for 

Fig. 5: Color as a Factor Affecting the Prices Paid for Apples * 
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*H. P. Gaston, Consumer Demand for Apples in Michigan , Mich. Agri. Exp. Sta., 
Special Bui. 209 (1931), p. 25. 

20 per cent. In 1932 “quality” accounted for 12 per cent of the store prefer¬ 
ence; and in 1936 it accounted for 224 per cent. 5 

Various attempts have been made from time to time to discover what 
people are primarily interested in when they come to buy. The U. S. 

5 “National Brands Gain,” Printer/ ln\, April 8 , 1937* 
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Bureau of Foreign and Domestic Commerce reports that men in New 
England, in shopping for clothing, generally look first to what they con¬ 
sider to be “quality” in cloth, price coming second, and general finish 
coming last. Women, it was found, put style as the first requirement of 
clothing, then price, with “quality” or durability coming third. 6 With 
each group a certain minimum quality came first, in the one case the 
most essential quality was durability and finish of cloth, and in the other 
case it was style. With this requirement met, price was the determining 
factor of greatest importance. 

In budgeting or planning before going to the market people often 
tentatively decide on the minimum quality and the maximum amount 
that is to be spent for a certain commodity. In their shopping they look 
only at products priced below this maximum. If a commodity of accepta¬ 
ble quality is not available at the price originally planned, they may de¬ 
cide to do without it or they may increase the maximum to be spent. If 
a commodity is found at less than the amount which they would have 
been willing to pay, then savings thus procured may go to purchase other 
commodities. Or having decided that a certain amount can be spared for 
a particular item people, on finding the price lower than anticipated, may 
decide that a quality better than previously planned for will be purchased. 
The length of time spent in searching for the best price depends in large 
part on how quickly an acceptable product is found at or below the maxi¬ 
mum price which consumers think they can pay. 

Customers on entering the store often have a definite idea concerning 
price. In a study made of the practices of women shopping for dresses it 
was found: 

Over one-third of the customers (71 persons) definitely stated at the outset the 
price which they wished to pay for a dress, and 12 others specified their desire 
for something at a low, medium, or high price. ... All but one of the pur¬ 
chasers who called for a dress of a definite price chose one for the designated 
amo unt. 7 


Where to Bur 

The consumer-buyer turns to the market. Many stores are ready to 
serve her, eager for her patronage. Grocery and other stores are located 
on the fringe of residential districts, “just around the corner,” at the cross 
roads, in small villages and clustered in great number in the shopping 
districts of large towns and cities. There are also public and roadside mar¬ 
kets where farm products can be bought directly from growers. General 

• Commercial Structure of New England , Dom. Com. Series, no. 26 (1929), pp. 137, 208. 

T E. K. Thor and M. Cowles, “How Women Select Dresses,” /. H. Ec„ vol. XXV 
(19 33 )» 574 - 
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stores in small towns, department stores and specialty shops in large cities 
and mail-order houses reaching everywhere are ready to provide con¬ 
sumers with clothing, furniture, household furnishings and many other 
goods. Sellers go from door to door in town and city, and to an increasing 
extent in farm communities as well; some call regularly with fresh fruits 
and vegetables and other foods; others come less frequently with silk hose 
and underwear, equipment of various sorts, drugs, and other things. 
There are stores locally owned and operated, which appeal to community 
pride and interest. There are also national chain units, that spread from 
coast to coast. Some stores emphasize the services offered; others stress 
quality of goods; and still others point to the lack of services, and possible 
economies thus afforded. The consumer must choose. 

To consumers three things are important, services offered, quality of 
products, and prices asked. Consumers are concerned with many types of 
services: (1) those which save time and energy, such as convenience of 
location, telephone ordering, mail order, delivery, wide variety from 
which to choose, information on labels so that shopping time may be 
cut down and telephone ordering rendered more effective than otherwise; 
(2) credit; (3) aids in selection, which increase the likelihood of getting 
goods suited to a particular purpose, such as informative labeling, guaran¬ 
tees, the privilege of returning goods found to be unsatisfactory, well- 
informed clerks, goods well-displayed, freedom to inspect the goods and 
make price comparisons; (4) courteous clerks, pleasant surroundings even 
at times to the point of providing exclusiveness. 

Price is the other major point. Both regular and sales prices are im¬ 
portant, and the general price level of the store as well as the price of 
particular goods. 

These differences in stores are highly desirable. The buyer who wants to 
economize on money is given the opportunity to perform certain services 
for herself. The one to whom time is very precious can find services to 
assist her. Assurance of quality and exclusiveness are available in other 
stores. Certain stores cater to definite income groups. This policy affects 
the goods stocked, the services offered, the markup on the goods and hence 
the general level of prices in the store. These three things tend to go to¬ 
gether. The consumer should look over the possible places where she 
might buy, weigh their advantages and disadvantages in order to discover 
what to her is the best combination of quality, service and price. 

Quality Appeal 

When quality appeal is predominant, the store attempts to attract cus¬ 
tomers with relatively high incomes or those influenced by pecuniary emu- 
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lation. In many cases this leads the store to stress only the fact that the 
better quality is handled. In the most extreme cases there is an appeal to 
snobbishness and the store attempts to foster an attitude of scorn toward 
price considerations, to create the impression that “quality” families buy 
“here.” Many stores in the British Empire, for example, conspicuously 
announce: “By appointment to His Majesty the King.” The most pro¬ 
nounced emphasis on quality and exclusiveness is found as a rule in fairly 
large cities and in small stores under independent management which 
handle “shopping” goods such as dress goods, furniture, jewelry. In these 
places much attention is usually given to individual needs, and special 
efforts are made to achieve exclusiveness in products handled. Customers 
not apparendy wealthy or not known to the management may be very 
unfavorably received. Quality merchandise often calls for quality services, 
attractive stores, elegant furnishings, special packaging, up-to-date deliv¬ 
ery trucks, smartly dressed and courteous clerks. In the large cities one 
or more of the large department stores emphasize quality, for example, 
Marshall Field’s in Chicago, and Lord & Taylor in New York. 

Exclusiveness, novelty, attention to fastidious customers, courtesy, di¬ 
plomacy, are most highly developed in the small shops operated by the 
owner, who has close supervision over everything that goes on in the 
store. A department store usually makes too wide and varied an appeal to 
surpass in any one thing. 

Mail-order houses and chain stores seldom make the de luxe appeal 
but emphasize utilitarian qualities. 

Some house-to-house selling emphasizes superior quality. This is fre¬ 
quently the case when in towns and small cities fanners sell from door 
to door such things as butter, eggs, fresh fruits and vegetables, cottage 
cheese, and flowers. Manufactured products sold in this way, e. g.. Fuller 
brushes. Real Silk hosiery and undergarments, Rawleigh spices, drugs 
and other products, certain brands of aluminum kitchenware, are usually 
claimed to have very superior quality. It seems highly probable, however, 
that only in rather isolated communities, where the range in quality avail¬ 
able in the established stores is rather limited, does door-to-door selling 
afford important quality advantages to consumers. In such case the prin¬ 
cipal advantage lies in being able to inspect the good before buying, when 
mail-order buying is the only possible alternative. 


Price Appeal 

For the majority of families price is an important consideration. Con¬ 
sumers are seldom interested in price alone, but in price in relation to 
possible usefulness or utility. So the best price is of course the lowest price 
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at which one can secure the goods and services wanted. In making price 
comparisons one difficulty overshadows all others, that is, the inability of 
the buyer to recognize quality and thus to have a common basis for com¬ 
paring goods. Unless quality can be recognized it is impossible to say 
whether the price in one store is higher or lower than in another. In the 
case of certain branded goods, e.g., Pequot sheets, Del Monte peaches. 
Ivory soap, the prices of identical brands handled by several stores can be 
compared. At times well-known brands, especially of such things as equip¬ 
ment, are sold through exclusive agencies so that no price competition 
occurs among stores in a single city. In that case there is no choosing be¬ 
tween stores. The commodity is available in only one. The question to 
be setded is merely whether or not to buy the particular brand, or a 
substitute. 

In a fumbling kind of way the consumer makes a guess at quality and 
the relative merits of goods in view of price. Judgment is in many cases 
far from accurate. Probably the extreme need for economizing, felt by 
many low-income families, may lead them to stores emphasizing low 
price to the exclusion of everything else. It seems probable that in many 
instances they may not select stores which offer the best prices. While 
price in dollars and cents may be low, the quality of goods sold may be so 
poor that the cost of their repair, the short length of service which they 
give, or other poor return, may actually mean that the price paid for them 
is high in relation to usefulness. 

Super-markets as a whole have one major appeal, namely low price. In 
every possible way through “loss leaders,** and many low-priced lines, and 
through widespread publicity this appeal is stressed. 

Low price and possible money savings through mail-order buying are 
often emphasized. The price of some articles without doubt is lower than 
in many other stores. The saving possible in buying a miscellaneous lot 
of goods is very difficult to determine. Certainly an effort is made to create 
an impression of low price. Almost every page of Sears, Roebuck and 
Montgomery Ward catalogues emphasizes low price and special values. 
One reads: “‘Lined* ‘Interlined* Yet every one under $10,” “Here at 
‘Junior Prices’ are the clothes you want,** “Achieve Good Taste Eco¬ 
nomically—Modern in line—Modest in price.” 

Price contrast between stores is only satisfactory when quality is com¬ 
parable. The sale of national brands in various stores makes such a com¬ 
parison possible, but national brands are unimportant for many of the 
goods sold by mail-order houses. Certain national brands are, however, 
stocked. In addition mail-order houses commonly have private brands 
very similar to national brands. Some price comparisons in the drug sec* 
tion are of interest. A 14-oz. botde of Listerine for 59 cents is shown 
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beside a 16-oz. bottle of “Ward’s Mouth Wash and Gargle” for 27 cents. 
The Ward brand although only one-seventh larger in contents than the 
Listerine is pictured to appear at least twice as large. 

Some people claim that prices of mail-order houses really are not lower 
than in other stores within easy reach of the consumer, if shipping charges 
and “inferior” quality are taken into account, and prices as a whole are 
considered, so that loss leaders are not given undue weight. Without 
means of comparing quality, price comparisons remain vague. The im¬ 
portance of loss leaders is difficult to determine. Shipping charges may be 
an important item. However, cost of shopping may be somewhat lower 
in mail-order houses than it is in nearby local stores which would have 
to be visited. People seldom include transportation costs, by bus, train, or 
private automobile, when they go to shop either within or outside the 
local community. In addition, mail-order houses have brought indirect 
price benefits to many consumers. The catalogue, popularly known in 
some communities as the “farmers’ Bible,” is a mine of information. From 
it farm families get an idea of what is available and what they could get 
things for. Armed with this information, they become more discriminating 
buyers. 

In very large cities there usually are department stores appealing to 
three income levels, i.e., the relatively high, the medium, and the low 
income groups. In addition, within each store is found a wide range in 
quality and price. Since volume is important, none of the stores is ex¬ 
clusive; that is, they do not confine their appeal to the very rich, although 
this may be the policy with a few of the departments in certain stores. 
Davis’ store, in Chicago, for a number of years extensively advertised that 
money would be refunded on any purchase if a customer found it at a 
lower price elsewhere; and Macy’s in New York has at times claimed 
that its prices were six per cent under those of any other store. 

“Specials” with “slashing price reductions” arc a common part of the 
department store program, much featured in its advertising. The possible 
price advantage of these should be very carefully investigated to determine 
if quality is inferior. Loss leaders are commonly used. But these on the 
whole offer no advantage to consumers who buy a miscellaneous lot of 
goods. Shopping goods are unstandardized. Inability to determine com¬ 
parable quality makes it difficult to determine differences in the price level 
of stores. 

Other Factors 

The weighing of dollars and cents and personal time and energy in¬ 
volved, or the satisfaction derived from goods and services, by no means 
always explains the choice of store. 
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Personality characteristics of proprietors and clerks may be important, 
Phillips made a study of student reactions to sales methods in stores. 
Many students refused to buy because they were not pleased with the 
clerk’s greetings. They were, however, more displeased with the manner 
than with the content of the greeting. 8 Hepner reports on a questionnaire 
to former patrons of a furniture store asking why they discontinued buy¬ 
ing. Almost one-quarter of the replies blamed the indifference of sales 
people. 9 

Loyalty to the town may check out-of-town buying. Glorification of the 
American tradition of independent business men or concern at the thought 
of the power and domination of huge business corporations may turn 
some away from chain stores. Family tradition may lead one to patronize 
a particular store; sympathy with a storekeeper who has a family in need 
or who is meeting difficulties of various sorts, may be important in deter¬ 
mining where one shall buy. The families of teachers and ministers, for 
example, may feel constrained to buy locally because their salaries are paid 
largely from local taxes and donations. 

Charity appeals are commonly made by house-to-house sellers. Further¬ 
more, some charity organizations raise funds through sales. The “Good¬ 
win Plan” was launched in 1933 by an advertising man, who endeavored 
to enlist the cooperation of “church ladies” who were to be the “Good 
News Broadcasters.” They were to sell selected products, compensation 
for which was a 2 per cent commission, meager indeed when contrasted 
with usual selling commissions. The commission presumably was to be 
“devoted to pious causes.” This avowed purpose was to give zest to selling 
and break down possible sales resistance of many an unhappy church 
member. Some church folk lined up, eager to be salesmen and perhaps 
seeing in the scheme a diversion from many unprofitable teas given in an 
effort to raise funds for worthy causes. The scheme collapsed early in 
1936. 

Very similar schemes have appeared. Every year the author is asked to 
support some charity fund by buying certain branded commodities. 

Price Comparisons Among Stores 

Consumers buy in a market in which identical products can be pur¬ 
chased at widely varying prices even in stores in the same block. One 
study reports that in 17 out of 38 shopping districts in each of which 
prices were secured on a given day on 20 foods, the low price on single 
articles averaged 11 to 15 per cent less than the high price. Some of this 

8 D. E. Phillips, “Class Shopping Experiment,” Applied Psychology, vol. 14 (1930)* 
pp. 42-53. 

8 H. W. Hepner, Psychology in Modem Business, p. 476. 
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difference is caused by a food being on special sale in one store and not 
in another. 10 However, important differences in the regular price of single 
foods between stores within a limited shopping area is a common occur¬ 
rence. 

Price comparison among stores is complicated by many factors. If 
many products are available at one store price comparison involves many 
commodities. Consumers may be interested not in individual prices but 
in the price level of the store. The latter is usually vaguely determined 
through a limited number of prices rather than by systematic and ex¬ 
tensive study. The size of any one purchase often is small. Hence possible 
loss in cents through failure to find the best price seems unimportant. 
Time spent in shopping from store to store to find the best price, or in 
keeping records as a means of being fully informed on the actual truth 
of avowed price reductions, soon reaches a point where it no longer ap¬ 
pears to be worth while. 

Facts about prices may have little meaning if quality cannot be identi¬ 
fied. As a result of inability to recognize quality with any great degree of 
accuracy, what appears to be a low price may merely be an average price 
for a relatively inferior commodity. For many factory-packaged goods the 
containers are so sized as to make price comparison difficult. 

Consumers might become better informed as to prices by observing 
them more closely, by spending more time in shopping before buying, by 
keeping records of prices noted. All of these would require that more 
time and more attention be given to marketing. Consumers individually 
must decide whether a systematic study of price is worth while. Any 
increase in price information through advertisements and other sources 
would help. Perhaps some day there will be a consumer price-reporting 
service through which prices in the various stores are broadcast to con¬ 
sumers. A few professional shoppers making price comparisons might 
render invaluable assistance. 

Some studies on price differences between chains and independents have 
been made. These are to be discussed later. 11 Price difference between 
service and non-service stores has also been investigated to a limited ex¬ 
tent Cover secured price quotations in 54 cash-and-carry food stores in 
one city and 34 in another; and 18 credit stores in one city and 17 in an¬ 
other. Of the 20 food items priced, the cash-and-carry stores undersold 
credit stores in all but one instance in one city and in all but 2 cases in 
the other. 12 The relative level of prices according to whether delivery and 

10 Cornell (N.y.) Agr. Exp. Stat Bui. 665. 

11 See Chapter XVI. 

“John Cover, Read Pace Behavior. Univ. of Chicago, Studies in Bus. Arfmim«rrari>,n 
vol. V, no. 2, 1935. 
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credit are provided, as reported in another study, is shown in Table 4. Serv¬ 
ice, in contrast with cash-and-carry stores, on the average had higher 
prices. This difference may not, however, hold in the individual cases, 
even though there is a high probability that a service store has higher 
prices than a nearby cash-and-carry. 

One study reports a slight price differential in favor of the stores giving 
the most service. 18 

Prices of foods tend to vary with the income level of the district in which 
the store is located. Findlen, for example, reports that in any area prices 
for U. S. No. 1 potatoes were slightly higher priced than for lower grades, 
and that potatoes of comparable grade sold for higher prices in stores in 
higher than in lower income areas. 14 


Table 4: The Percentage of Stores in a Specified Price Class According to Delivery 
and Credit Services Offered, 38 Shopping Districts in New Yore State * 


ITEMS 

NO. OF 

STORES 

PERCENTAGE 

HIGH- 

PRICE 

IN EACH 

LOW- 

PRICE 

PRICE CLASS 

INTERMEDIATE 

PRICE 

Delivery 

Free delivery for all purchases 

97 

33 

4 

63 

Limited delivery 

67 

7 

27 

66 

No delivery 

46 

2 

35 

63 

Ct edit 

Credit to all customers 

54 

52 

2 

46 

Credit to a few 

46 

11 

II 

78 

No credit 

no 

5 

29 

66 


♦Cornell (N.Y.) Agr. Exp. Sta. Bui. 665, 1937, pp. 34-35. The relative price level of 
each store was appraised in terms of the prices in stores within the same shoppmg district 


Tomatoes purchased in stores located in the sections of low incomes 
averaged 9.8^ per can; in the sections of high incomes, 11.3^. Sixty-two 
per cent of all the tomatoes purchased in the sections of high incomes 
graded Extra Standard or better; 48 per cent graded Extra Standard or 
better in the low-income sections. 16 

Prices often differ between neighborhood and shopping districts. 16 One 
study reports, for example, “Index numbers of prices averaged 97.3 for 

18 N. Newcomer and M, Perkins, “Price Variations Among Poughkeepsie Grocers,” 
/. Mark,., vol. 4 (1939, Jy.). The authors point out that the difference groups are too 
small to give conclusive evidence. 

14 P. J. Findlen, “Consumers’ Incomes and Retail Merchandising of Potatoes,” Farm 
Econ., Cornell Univ. No. 119, Je. 1940, pp. 2964-68. 

15 Ind. Agr. Exp. Sta. Bui. 438, 1939. 

16 In large cities grocery stores are often not important in the downtown areas. There 
are, however, many secondary shopping areas where grocery stores are concentrated. 
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the downtown, 99.4 for the secondary and 102.5 for the outlying stores. * 17 
Another study reports that stores on the outskirts of the town had some¬ 
what lower prices than those in the center of town. 18 

These studies of price comparison between stores make clear that spe¬ 
cific advice to families as to where to buy cannot be made. They do, how¬ 
ever, indicate the possibility of saving money if stores are carefully se¬ 
lected for regular patronage. 

Buying at Wholesale 

Not long ago a popular magazine had an article entitled “Only Saps 
Pay Retail Prices.” 19 Through friends and special agents, merchandising 
organizations, banks, railways, universities, and even retailers some peo¬ 
ple buy at prices considerably below those commonly quoted in retail 
stores. Examples are cited of purchasing nationally advertised brands car¬ 
rying all the guarantees of those sold at regular retail price. The “Co¬ 
operative Mail-Order,” for example, advertises national brands many of 
which are sold through exclusive agencies, at less than the price charged 
for identical brands in many of the local stores. In some cases wholesalers 
without any formality are willing to deal with individuals who will buy 
in case lots. Recently in a small town a family wrote to local wholesalers 
asking if they would be sold groceries direct and asked to have prices 
quoted. Eight families clubbed together and purchased groceries in case 
lots. The basement of one of the families served as headquarters where 
groceries were delivered and later distributed. Cash was paid with the 
advance order. These families think that they save 25 to 30 per cent on 
local prices. The unit purchase has to be large and considerable time has 
to be contributed by the members of the group. 

Tallman reports that in 1935 “special prices or discounts not widely 
publicized and received only by those favored individuals who know their 
way about the market or have special connections,” accounted for from 
i l A to 2 per cent of the total retail sales in metropolitan Boston. These 
special prices involved all types of sellers—retailers, wholesalers, and man¬ 
ufacturers. Relatively more families in the moderate-to-high than in the 
low-income group received these discounts which ranged from 10 .to 50 
per cent. This practice is at variance with the policy of one price to all 
buyers and increases the need for extended shopping for the best price. 20 

17 D. D. Nuetzman and M. Muse, Price Variations Among Retail Grocery Stores of Bur¬ 
lington, Vermont, Vt Agr. Exp. Sta. Bui. 466, 1940, p. 2. See also J. Cover, Retail Price 
Behavior, Univ. of Chicago, Studies in Bus. Administration, vol. V, no. 2, 1935. 

18 N. Newcomer and M. Perkins, op. cit. 

10 Hannah Lees, “Only Saps Pay Retail Prices,** Am. Mercury, Dec, 1936, pp. 426-30. 

20 O. B. Tallman, “When Consumers Buy at Wholesale,’ ” Har . Bus. Rev. xy (Spring, 
1939 ), 339 - 49 - 
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In some cases the so-called wholesale selling is far from genuine. 21 Elli¬ 
son and Brock in their book, Run For Your Money, express the opinion 
that the “get-it-at-wholesale racket” has formed a fringe of fraud around 
nearly every field of legitimate business. It is very common in the furni¬ 
ture business. A customer may go into a store. The retailer may not have 
just the type of studio couch he wants; but the retailer is glad to give the 
customer a card to the neighboring wholesale house from which he buys. 
By various means the consumer may be led to think that he is given the 
same price as the retailer would have paid. Instances can be found of con¬ 
sumers who by this method paid much more than the regular retail price, 
although they may boast to their friends about their having'crashed the 
wholesale market. Being so sure that they are getting a bargain price, 
consumers in such instances may not be so wary about prices as when in 
retail stores. They do not feel so free as in a retail store to shop around 
and come back later if they want the article. 

Extent of Shopping 

Shopping is a search for satisfactory quality and price among and 
within stores. The same quality is likely to be sold at widely varying 
prices, and this fact should be taken into account in selection. Effective 
shopping begins at home, not only with preliminary decisions of what 
should be purchased, but also with using information available in adver¬ 
tising—e.g^ in newspapers, catalogues, and other useful sources, and in 
reports of consumer testing agencies. 

Minimum acceptable quality and services, and the maximum price 
which can be afforded, determine the types of store with which consumers 
fed they should be acquainted. Some people select a store, and return 
there regularly, doing very little shopping around after the initial decision 
of where to buy has been made. A minimum of shopping is likely to 
occur: (i) in towns and small cities where there are few stores, at least 
few carrying the quality of goods desired, (2) where the prestige of the 
store or the quality of certain goods stocked and the importance attached 
to these by consumers rule out all other stores, (3) when special services 
are provided such a spaciousness, beauty of surroundings, freedom from 
the bustle of crowds, especially efficient salesmen, or assurance of special 
attention to individual needs, (4) when saving of time is so important that 
considerable shopping around is impossible or too cosdy in time and en- 
ergy, (5) when money saving is relatively unimportant. Continuous study 
of stores is due primarily to the desire to economize on money or to the 
enjoyment derived from the task. It is relatively easy to find acceptable 

91 See Better Business Bureau, Facts You Should Know About Schemes, 1939* 
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quality if money is of no importance. It is much more difficult to be sure 
that one is getting that acceptable quality at the lowest price at which it 
is available in the market. 

The problem of determining where to buy varies with type of com¬ 
modity. Clothing, especially women’s clothing, furniture, and house fur¬ 
nishings are often described as shopping goods, in contrast with groceries, 
which are designated as convenience goods. The purchase of shopping 
goods is usually preceded by a large amount of looking around. The unit 
price is higher, the consumer’s need may not be immediate, the goods are 
durable and are frequently used in combination with others previously 
purchased, furthermore, style is usually important. As a consequence the 
combination of qualities wanted is extremely varied, and it is usually de¬ 
sirable that the consumer inspect the goods in many stores before making 
a final selection. The fact that a certain store had a satisfactory quality 
last year is no assurance that this year a satisfactory purchase may be made 
there. Stores handling shopping goods are concentrated in the central re¬ 
tail areas or in the main shopping districts of large cities. The buyer is 
willing to go a considerable distance; but to be assured that she is getting 
the “right” commodity, she expects either a very great variety within one 
store or many stores close together, in order that she may readily look 
around. With increase in income, shopping goods have increased in im¬ 
portance. Extensive shopping is thus more important than formerly. 

For some goods there is no doubt in the consumer’s mind about where 
to buy. In one way or another, through advertising, experience, advice of 
friends or of experts, the buyer has become convinced that one particular 
brand only will serve her need, that no satisfactory substitute exists. Until 
disillusioned, such a consumer considers shopping unnecessary if the brand 
is available in only one store. The higher the income of the family the 
greater the importance of such goods. Quality appeal is very important 
for these commodities; they are usually high in price, and are commonly 
described as specialty goods. Men’s clothing more often than women’s falls 
in this class. Many types of equipment are classed as specialty goods. 

In the case of groceries, meats, fresh fruits and vegetables, and to a lesser 
extent drugs and toilet articles, the quantity of each item bought at any 
one time is small and the amount of money involved in each purchase is 
low, and the purchase recurs frequently. In order to economize on effort 
it is usually desirable to patronize a store rather close at hand. The amount 
spent on each item is small but the total amount spent on such goods is, 
for most families, relatively large. Thus if economy of money is impor¬ 
tant, a careful comparison should be made of the prices in stores provid¬ 
ing desired services and goods of satisfactory quality. The comparison is 
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not simple, for the general price level and not the price of one or two 
goods must be contrasted. Moreover, stores handling such goods com¬ 
monly use price specials to create an impression of low price when in fact 
the price level may be as high, or actually higher, than that in neighboring 
stores. For such goods as groceries the quality differs little from day to day 
and the variety within the store is usually adequate, consequently, after 
the initial decision of where to buy, little shopping around need occur. 
Even here, however, the need for minimizing money expenditure may 
make it desirable to shop frequently among stores for special bargains. 

The extent of shopping on the part of various families and the dis¬ 
tance they will go for various types of produce, have been studied to some 
extent. One study reports shopping to be most extensive for vegetables, 
next for meat, and least for groceries. 22 The U. S. Department of Agri¬ 
culture has investigated the extent to which housewives shop for meat. 
Out of 2,860 housewives only 12 per cent said that they shopped a great 
deal; 57 per cent said that they did no shopping among stores 23 

In a study made in New York State of 2,940 open-country families, 57 
per cent bought most of their groceries at independent stores and trav¬ 
eled approximately 3.8 miles for them, while 43 per cent patronized chain 
stores traveling on the average 5.8 miles for them. 24 

The buying practices of farm families, in the purchase of different types 
of merchandise, have been studied to only a limited extent. One group of 
farm families traveled on an average a distance of 4 miles to purchase 
food and 18 miles to purchase women’s coats. (See Fig. 6 and Table 5.) 
Since the time of this study, there has been a great increase in hard¬ 
surfaced roads and supermarkets. Both of these have tended to increase 
the distance farm families travel for all goods purchased, including food. 
However, the relative difference in distance traveled to purchase the 
various types of merchandise has probably remained much the same. 
“Rolling” stores, bringing the grocery store to the farm door, have ex¬ 
panded in some communities. 25 

A study of the suburban community of Elgin, near Chicago, reports: 

Persons in Elgin’s area will go greater distances to shop for women’s apparel 
and furniture than for any of the other commodities; hardware, men’s work 

22 F. E. Croxton, Study of'Housewives' Buying Habits, Ohio State University Studies, 
vol. II, no. 16, Bur. Bus. Res. Monog. no. 3,1926, p. 13. 

22 Dept. Bui. 1443 (1926), p. 32. 

24 E. Taylor, The Relationship of the Open-Country Population of Genesee County , 
New York.* to Villages and Cities, Cornell Umv. Agr. Exp. Sta. Bui 583. 

25 For example, M. Fish, Buying for the Household , Cornell (N.Y.) Agr. Exp. Sta. 
Bui. 561, p. 78, found that 6 % of 368 farm households in New York State, visited during 
1928-1929, reported groceries delivered. 
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Fig. 6: Average Number of Miles to Purchasing Centers for Various 

Commodities * 



* Helen Canon, Size of Purchasing Centers of New Yor\ Farm FamtUes, Cornell Univ.* 
Agri. Exp. Sta., Bui. 472 (1928), p. 8. 

shoes, and children’s clothing were found at the opposite end of the scale, and the 
other commodities, including men’s clothing, men’s furnishings, women’s ac¬ 
cessories, house furnishings, etc., were ranged between the two extremes. 26 

Of those with incomes “above the average” 74 per cent shop out of town 
and of those with incomes average, or below, only 424 per cent. 

28 Eaton V. W. Read, An Analysis of the Retail Trading Relationships of Elgin, Illinois: 
A Satellite City, Univ. of Chicago. Studies in Bus. Adm., vol. 9 (1938, Oct), 75. 
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Table 5: The Percentage of 335 New York Farm Families Usually Purchasing 
Specified Commodities in Towns of Various Sizes, 1927 * 



POPULATION OF CENTER 

commodities 

under 2,000 

S,ooo 10,000 


2,000 to 

to to 


4*999 

9*999 600/300 


14 Commodities: 

Women’s hats, silk dresses, wool dresses, and corsets; chil¬ 
dren’s coats, wash dresses and suits, and underwear (for 
children up to 6 years), girls’ coats, dresses, underwear, and 
stockings, boys* suits and coats 9.0 

14 Commodities: 

Women’s coats, underwear, house dresses, and shoes; 
children’s stockings; girls* hats: men's suits, hats, and over¬ 
coats; wool dress goods, cotton afternoon-dress goods, table 
cloths; baby carnages, sewing machines 13.0 

14 Commodities: 

Women’s stockings; children’s shoes; girls’ shoes; boys’ 
caps and underwear; sheets, blankets; dressers or chiffoniers, 
refrigerators, living-room chairs, dining-room tables, bed¬ 
steads, kitchen chairs, rugs and carpets 18.5 39.2 4*4 37*8 

14 Commodities: 

Boys* shirts and shoes; men’s shirts, underwear, socks, 
shoes, and overalls; rubbers; cotton prints, gingham or per¬ 
cale; mattresses, linoleum, ranges, heating stoves; fresh fish 30.4 41.2 3.3 25.1 

14 Commodities: 

Rubber boots; fresh and cured meat, sugar, canned sal¬ 
mon, tea and coffee, soap, oranges, navy beans, cereal 
breakfast foods, flour, butter and butter substitutes, bread; 

kerosene 49-9 39-9 2.6 7-6 

•Helen Canon, Size of Purchasing Centers of New York Form Families, Cornell Univ„ 
Agri. Exp. Sta., Bui. 472 (1928), p. 7. 

Attitude Toward Shopping 

People differ greatly in their attitude toward shopping. Some like search¬ 
ing for the exact commodity wanted. To others it is a trial. The reaction 
probably depends to a large extent on the delight or reluctance with which 
people face new situations, their self-assurance, timidity or need for social 
approval. Shopping may afford one an ’occasion for display even though 
goods purchased are later returned. Another finds it painful to be forced 
to meet strange people who may judge her by the commodities she in¬ 
spects and buys as well as by the clothes she wears. 

Many people, if not most, in buying other than convenience goods, are 
under some emotional strain. Limited resources which must be conserved 
or utilized for a large number of goods, plus aggressive selling, tend to 
develop defense reactions and even open hostility. This may be felt even 
toward a clerk who displays goods considered desirable and who is no 


39.7 5.1 46.3 


37.6 5.0 44-5 
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more than pleasantly agreeable in explaining their merits. Failure to con¬ 
sider carefully, and perhaps list, all the important characteristics of the 
good sought may have several results. Wrong goods may be purchased. 
The confusion that comes from seeing a great variety makes for hesitation 
and leads to wearying fatigue. A consumer who goes to a large retail 
store to buy several articles and who has only a vague knowledge of what 
is wanted is likely to end the day exhausted and dazed, with at least some 
goods to be returned when the effects of the expedition wear off or the 
other members of the family view the spoils. 

Some Advantages and Disadvantages by Type of Retailing 

Various retailers use different services to attract consumers, some ap¬ 
pealing to one group and some to another. The advantages and disad¬ 
vantages of some major types, on the basis of services, are briefly sum¬ 
marized below. Price and quality of produce are for the most part not 
mentioned since these vary greatly within the types of retailing. 

Department Stores 

Advantages Disadvantages 

1. Large variety of goods together i. Since department stores are 

at one place is a time saver, espe- usually in the main shopping dis- 

cially important for shopping goods, tricts, time and expense of travel 
e.g., women’s ready-to-wear, house may be important drawbacks, 
furnishings. In addition, some spe- 2. Traffic congestion in these dis- 
cialty lines are carried and some tricts increases the difficulty and the 
convenience goods are stocked, expense of using one’s automobile, 
largely in expectation that people In some cities department stores 
who come to shop will buy these provide free parking with an at- 

because they are at hand. Some lines tendant to take and return the car. 

in a department store may be car- 3. In an effort to get a great va¬ 
ried at a “loss” merely in order to riety of products under one roof, 
have a complete stock. many stores have grown very large. 

2. Many free services are pro- The multiplicity of goods becomes 
vided. These are of two types, those confusing and the distance to be 
connected with the sale of goods, walked within the store fatiguing, 
e. g., credit, delivery, C.OJD., goods In some stores basements are or- 
on approval, returned goods privi- ganized so that a full array of goods 
lege, shopping service for out-of- is available. They are usually of a 
town orders, special advisers in such somewhat lower quality than on up¬ 
lines as household furnishings. Oth- per floors, but they do make pos¬ 
ers are provided merely to increase sible time saving for some shoppers. 
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the pleasure and convenience of 4. In contrast with specialty stores 
shopping at the store, e. g., attrac- near by, stocking limited lines of 
tive furnishings, rest rooms, writing shopping goods, department stores 
rooms, nurseries and play rooms for often have a limited variety in any 
children, checking service, extensive one line, 
display, telegraphic offices, offices 

where one may pay gas and electric bills, others for providing travel infor¬ 
mation. In addition one finds within the stores tea rooms, lunch counters, 
barber and beauty shops. A charge is made for these, but they are often 
there, not because they are in themselves profitable, but as services to attract 
customers. All services are used both by patrons as well as non-patrons who 
may use department stores as headquarters while visiting other stores. 

In a certain large department store in New York City, on one Thursday 
morning, both the number of people entering the store and the number 
of sales made were counted. People entering numbered 200,000 and the 
sales only 60,000. 

3. Goods are displayed with price tags attached. As a result, many con¬ 
sumers find it convenient to go there for some preliminary shopping, in 
order to discover what goods are available and what the general level of 
prices is for various goods. Armed with this information they are ready to 
approach the other stores with more limited lines. In these they usually 
are not quite so free to look around without a clerk in attendance and a 
feeling of obligation to buy. 

Mail Order House 

Advantages Disadvantages 

1. It makes available to people in 1. Advance planning is necessary 

isolated communities a wider choice since goods cannot be secured im- 
in shopping goods than is available mediately. The prompt attention 
in nearby stores. given to orders and improvements 

2. Time and energy to be given in transportation have, however, 

to shopping can be cut to a mini- greatly shortened the time between 
mum. ordering and delivery of goods. 

3. Shopping can be done at any 2. Inability to inspect goods is 

time of die day or night and, what a greater disadvantage especially 
is more important to some, the where color, texture, size, becom- 
bustle and confusion of crowded ingness of line, etc., arc important, 
stores and waiting at counters can This occurs in spite of careful pho- 
be avoided. tography, color reproduction, and 

4. The absence of pressure to buy description. The desire to impress 
may be a delightful relief. This is potential buyers, to make the goods 
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especially important to certain rural 
women who may be faced with the 
alternative of going to a strange 
store or buying from mail order. In 
a study of mail-order buying among 
rural women in Oklahoma it was 
found that “an appreciable number 
[of women] spoke of liking to buy 
from mail-order houses for the rea¬ 
son that they were not over-per¬ 
suaded by sales people to buy what 
they did not want.” Fernandes, in 
commenting on this fact, writes: 

“This statement is rather significant 
in that it added data towards proving 
the statement that women, and espe¬ 
cially rural women, are timid in hold¬ 
ing to their wishes in the face of pos¬ 
sible criticism of their standards.” 28 

5. For some products information 
to facilitate wise choice is given, 
e. g., thread count of sheeting, gauge 
and number of threads in silk ho¬ 
siery. This is looked upon as an im¬ 
portant advantage by a number of 
buyers. 

6. Guarantees accompanied by a 
liberal returned goods policy give 
consumers definite assurance that 
complaints concerning the quality 
of the goods received will be dealt 
with fairly. Reputation for integrity, 
of standing behind goods sold, is an 
essential feature of continued mail¬ 
order business. 


appear as attractive as possible, may 
lead the mail-order house to exag¬ 
gerate both in illustration and de¬ 
scription, so that the article when it 
arrives appears very drab and ordi¬ 
nary, falling far short of expecta¬ 
tions. The possibility of returns oc¬ 
curring holds the store in check. 
One study of mail-order purchasing 
of clothing by rural and small-town 
families in Texas reported “non- 
styled” garments and those requir¬ 
ing less fitting were the ones most 
frequently purchased. 27 

3. In the purchase of equipment 
another disadvantage appears. It is 
difficult to get equipment serviced. 
Mail-order houses attempt to draw 
up directions which look fool-proof, 
yet these are insufficient in many 
cases to ensure correct practices. It 
is much easier to write explicit di¬ 
rections than to get users to read 
them carefully and to visualize the 
procedure to be followed. 

4. Cash payment necessary was 
at one time an important disadvan¬ 
tage. However, extension of credit 
is increasing. An extra charge is 
usually made at least by the large 
mail-order houses for credit granted. 
At first credit was confined to the 
purchase of relatively durable high- 
priced goods such as furniture and 
equipment. More recently credit 
systems have been inaugurated 


by some large mail-order houses 
whereby all goods can be bought in this way. 

27 R. A. Monday, Purchasing Clothing by Mad, Texas State College for Women, Master’s 
Thesis, 1937. 

28 The Relation Between the Economic Status of the Oklahoma Farm Family and the 
Farm Woman's Standard of Management with Respect to Clothing, Okla. Exp. Sta., Bui. 
197 (1930). 
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5. Not all mail-order houses are in the same class. There are firms with 
well-sustained guarantees, and there are “fly-by-night” concerns where 
fraudulent selling is the rule rather than the exception. The Federal Gov¬ 
ernment through its control of use of the mails helps to keep these in 
check. 

6. Absence of personal salesmen who might give advice beyond that 
available for catalogue. 

7. Possibility of disappointment in commodity and nuisance of return¬ 
ing it and resulting delay if this is necessary. 

8. Withdrawal of patronage from local dealers may check some con¬ 
sumers. 


Public Markets 


Advantages 

1. In a “good” market quality 
and variety of fresh fruits and vege¬ 
tables is likely to be superior. Re¬ 
tail stores get most of their prod¬ 
ucts from wholesalers who are in¬ 
terested only in products for which 
there is a large demand, making 
the volume necessary for low cost 
handling. In the public market 
products may come directly from 
the local grower who operates on a 
small scale. Unusual varieties, espe¬ 
cially those which do not readily 
stand shipping, are often to be 
found here. Public markets are 
often quite important to some for¬ 
eign groups, who might otherwise 
find it impossible to get the fruits 
and vegetables customary in their 
native country. 

2. The compact character of the 
market makes shopping around 
convenient. 

3. Some people find the public 
market a delightful place to visit 
In some places the fresh, crisp, col¬ 
orful beauty of the display of farm 


Disadvantages 

1. No credit is given and no tele¬ 
phone delivery service is possible. 
The market must be visited and 
products taken home. The incon¬ 
venience of this will depend on pro¬ 
vision made for parking and prox¬ 
imity of market to bus and streetcar 
lines. Hopper, in his study of the 
Albany market, found a very close 
relationship between proximity to 
and use of the market. 

2. In some cases many fruits and 
vegetables are sold only in baskets. 
This may be too large a quantity 
for small families with inadequate 
storage facilities. 

3. Because of weekly or semi¬ 
weekly operations families who 
wish to buy in small quantities find 
it an unsatisfactory spurce of supply. 

4. Hours of selling in public mar¬ 
ket may be inconvenient. Sanitation 
at times is not as good as it might 
be, but on the whole the level is 
probably as good as that of many 
stores where similar products are 
sold. 
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produce makes a trip there some- 5. Produce in the public market 
thing to look forward to. In others, is not always as well graded as that 

however, the market is far from at- in retail stores. The application of 
tractive. Inadequate protection from standard grades usually necessitates 
heat, cold, and precipitation may be official graders. These are not al- 
provided and little attention given ways available at those public mar- 
to attractive display. kets where produce in small vol¬ 

ume is handled. Such difference in 
the extent of grading is probably of minor significance. 

6. Sellers in public markets are at times accused of short measure. In 
many cases scales used here do not come under the same inspection as do 
those in retail stores, although in some public markets the organization 
providing the building and renting the stalls also checks the accuracy of 
scales. Since products sold are for the most part raised locally, the stand¬ 
ard containers required for produce passing in commerce, e.g., bushel, 
quart, and pint baskets, need not be used unless there is a State law re¬ 
quiring this. These criticisms concerning grading, weights, and measuies 
doubtless apply in many cases. Yet in pointing out the advantage to con¬ 
sumers of large public markets in contrast with some retail stores Sherman 
states that they give customers “increased protection in regard to quality, 
weight, and measure through closer official inspection.” 29 

House-to-House Selling 

Advantages Disadvantages 

1. House-to-house selling in some 1. To many such selling is a nui- 
cases saves consumers’ time, e.g., sance. The buzz of the door bell 
rolling stores in some farm com- by agents and other sellers is an 
munities and in cities where the invasion of privacy causing much 
buyer finds it impossible or incon- annoyance. Work, rest, or recrea- 
venient to go to the store, and does tion may be unpleasantly inter¬ 
net wish to use telephone service rupted. Annoyance may be felt 
because of a desire to inspect the even though the housewife or other 
product before buying or because member of the family may actually 
the price level in stores offering tele- want to purchase the type of goods 
phone service is considered unsat- which the seller has to offer. In one 
isfactory. The latter circumstances town a group of families had slot 
may, for example, make house-to- devices connected to their door 
house selling of fruits and vegeta- bells so that they rang only after 
bles desirable. For similar reasons, a dime had been put in. A sign 

**ls the Public Market a Good Cmc Investment? U. S. Dept, of Agri., Leaflet no. 73 
(193O. p. 8 
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displays and demonstrations of stated that the dime would not be 
equipment in the home may be returned to solicitors. One group 
favored. interviewed stated that an average 

2. The quality of some products of 5.1 canvassers a day called. 80 
may be superior, e. g., that of local Nuisance or some other factor 
farm produce. may account for the fact that in 

one study only 5 per cent of 1,000 
families interviewed expressed a willingness to buy from door-to-door sales¬ 
men. 81 

2. In some products, especially those infrequendy purchased, there is 
increased likelihood of deception with respect to price. If the product 
is one of which the quality can be readily recognized, and consumers 
are familiar with prices elsewhere, the price is not likely to vary much 
from that in competing stores, unless the service of this type of selling 
is especially important to the group which is being served, in which 
case price is likely to be higher. Consumers cannot, however, make the 
price comparisons that are possible when they buy in a retailing center, 
and can go from store to store. Common are the reports of aluminum and 
other types of equipment being sold at exorbitant prices. House-to-house 
sellers frequently urge immediate purchase. 

3. The housewife may dislike admitting strangers to the house for the 
purpose of inspecting the goods. Because of the reluctance of many 
women to admit strangers and their dislike of this type of selling, various 
deceptive tricks are often practiced to gain admittance. For example, a 
firm selling contraceptives may call itself the “National Public Health 
Service,” and may send out “registered” nurses. The housewife answer¬ 
ing the door is greeted by a charming woman, who announces that she 
is a registered nurse sent out by the National Public Health Service and 
makes some vague reference to children and health. Magic words such as 
these often ensure an open door. If actively pressed by the housewife to 
give further details about the public health organization she represents, 
the agent may quietly excuse herself and hasten away. 

4. Consumers may dislike even more the aggressive selling which is 
all too common. Small purchases may be made at times just in order to 
get rid of the seller. In fact, peddling may be a modified form of beg¬ 
ging. Some of the worst aggressive selling is done, however, by agents 
who do not attempt to develop sympathy for themselves but work di¬ 
rectly on the fear and vanity of their potential victims. 

5. The possibility of fraud is relatively high in the purchase of some 

40 “Why and How Often Do People Buy from Doorbell Ringers,” Sales Management, 
April 1, 1935, p. 368. 

41 L. Bader, “Survey of the Effectiveness of House-to-house Canvassing,” J. Retailing, 
vcJ. X (1935, Jan.). 
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products. There is often no recourse if goods are not satisfactory. The 
seller may be of the “fly-by-night” variety. He may be counting on profit 
in immediate sales rather than on building up a body of satisfied clients 
whose repeat purchases might be important. This is not true of peddlers 
on regular route, or of companies such as Rawleigh, Fuller Brush, and 
others that send their same representative back year after year and 
depend largely on this type of selling. 

Reasons for Choice of Food Stores 

In a house-to-house survey made in 16 large cities, housewives were 
asked to state their reason for choosing the grocery store patronized. Fam¬ 
ilies were classified by income. In every group, convenience ranked first. 
(See Table 6) The lower the income the more important was “lowest 

-9 

Table 6 : The Average Ranking for i6 Cities op Importance of Each Specified Reason 
Underlying Choice of Grocery Store, Families Classified by Income Groups * 


REASONS 

AVERAGE RANKING OF EACH REASON FOR 

EACH INCOME GROUP 

High 

Moderate 

Low 

Convenient location 

1.0 

1.0 

1.0 

Best values 

2.7 

2.6 

3*4 

Best quality 

3-0 

3*i 

3*o 

Lowest prices 

4.0 

3*6 

2.9 

Delivery 

5-2 

6.4 

7*7 

Most complete stock 

5-9 

5*5 

5*7 

Clean, well-arranged 

6.8 

7.0 

6.6 

Charge account 

7-4 

6.8 

5*7 


* Scripps-Howard Newspapers, Market Records: Buytng Habits and Brand Preferences 
of Consumers tn Sixteen Cities, 1938. In each city the reasons for each income group were 
ranked according to the percentage reporting the various reasons. These rankings were then 
totaled and averaged. The percentage of separate reasons reported added to 100. 

prices” and the less important was delivery service. However, the lower 
the income, the more important became ability to get credit. High-income 
families probably placed credit rather low among the reasons given be¬ 
cause they take it for granted that if other services they desire are avail¬ 
able, there will be no question of their being granted a charge account. 
For low-income families, the situation is quite different. Cleanliness rates 
near the bottom, probably because most stores are fairly satisfactory on 
this score. 

Quality of product appears to be a more important reason for choice 
of store in the case of meat than in either groceries or produce—in one 
study it was given in 50 per cent of the cases for meat and about 25 per 
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cent for groceries and produce, in those cases where independent stores 
were regularly used. 32 

In one study families were also asked to express their preference for 
various retail services. Desire for every type of service declines with income, 
telephone and delivery service being of very little importance for those 
with incomes under $1,000. (See Table 7.) 


Table 7: The Percentage of Families Expressing Preference for (i) Charge Accounts 
and (2) Phone and Delivery Service, by Income Classes * 



PERCENTAGE DESIRING 


ANNUAL INCOME CLASS 

Charge accounts 

Phone and 
delivery service 

Clerk/ 

services 

Upper 

(over $5,000) 

37 

4i 

81 

Upper middle 
($2,000-5,000) 

14 

35 

69 

Lower middle 
($1,000-2,000) 

7 

9 

62 

Lower 

(Under $1,000) 

9 

2 

57 


* A. C. Nielsen, Solving Marketing Problems of Food Retailers and Manufacturers, 
pp. 24-26. 


This study also reports convenience of location to be important at all 
income levels; but the higher the income the less important it is. Use of 
delivery service and family automobile would in large part be responsible. 
For example 51 per cent of the families with annual income over $5,000 
and 71 per cent of those with incomes under $2,000 gave convenience of 
location as a reason for use of the nearest grocery store usually used. In 
the highest income class 37 per cent and in the lowest income class 12 
per cent of the families reported that the nearest grocery store usually 
used was over one-half mile from their residence. Use of delivery service 
and family automobile would in large part account for this difference, 
plus the fact that many high-income families live in districts zoned to 
exclude stores. 

In a study by Nielsen, convenience of location is more frequently re¬ 
ported as reason for regular use of chains than of independent grocery 
stores. (See Table 8.) When delivery service is not used, location of course 
becomes especially important. The reason, second in importance, given 
for regular use of chains was regular low price, while for independents 
the desire for quality goods came second. Although private brands were 
more important for chains than for independents, they rated very low 


82 A. C. Nielsen, op , at., pp. 44-45. 
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Table 8: The Percentage of Families Mentioning Each Reason for Grocery Stores 
Used Regularly and Occasionally* 


REASONS 

REGULAR USE 

OCCASIONAL USE 

Chains 

Independents 

Chains 

Independents 

Convenient location 

47 

35 

44 

42 

Special sale prices 

25 

10 

30 

13 

Regular low prices 

42 

34 

18 

14 

Variety 

21 

22 

9 

14 

Quality goods 

18 

34 

4 

14 

One item 

2 

2 

7 

7 

Personnel 

20 

22 

6 

7 

Private brands 

4 

1 

6 

1 

Fresh goods 

12 

23 

2 

8 

Regular brands 

9 

4 

5 

3 

Reliable 

9 

17 

3 

3 


* A. C- Nielsen, Solving Marketing Problems ol Pood Retailers and Manufacturers, 
1940. p. 36. 


as a reason. The outstanding difference in reasons for occasional in 
contrast with regular use of chains was special sale prices; whereas for in¬ 
dependents convenience more frequently induced occasional use. 83 Neigh¬ 
borhood independents rather than those in the shopping centers got more 
of the occasional than the regular use. 

The findings of a Fortune survey present a sharp contrast with Niel¬ 
sen’s study comparing reasons for patronizing chains and independents. 
People were asked “Do you generally buy most of your groceries at chain 
stores?” “If yes, for which reason?” The relative frequency of various 
reasons given is: 

Reason Percentage of 


Better prices 624 

More convenient 19.7 

More variety 6.8 

Better quality 5.3 

Better services 5.0 

Don’t know 0.8 


“Not only the overwhelming bulk of the poor but a majority of the pros¬ 
perous give price as a reason.” 84 

The advantage of any one store is likely to vary with type of product. 
For example, the Nielsen Food Index Service reports that 71 per cent of 
the families regularly buy groceries from chains and 54 per cent buy 

88 Families gave many more reasons to explain regular than to explain occasional use 
of chains and independents. 

8i Fortune, Jan. 1937. 
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regularly from independents; 85 whereas for the regular purchase of 
produce the percentages were 54 and 67 respectively, and for meat 38 
and 73 respectively. Only 8 per cent of the families reported regular use of 
meat and produce departments of chains without regularly buying 
groceries; whereas 56 per cent of the families reported regular use of the 
produce and meat departments of independents without regularly pur¬ 
chasing groceries. 86 

Half the families reporting regularly use three or more grocery stores. 
For those who regularly buy at chains, only 53 per cent regularly use only 
one. For those who buy at independents, only 31 per cent use only one 
store. 

There seems to be a good deal of stability in use of grocery stores once 
regular patronage is established: “When a family becomes a regular 
customer of a store, the chances are approximately four to one that the 
business will be held for a period of more than two years.” 87 

86 The extent to which these two figures exceed ioo per cent is a measure o£ the per¬ 
centage of families reporting the purchases of groceries regularly from both chains and 
independents. 

8 « Op. at., pp. 34-35. 

87 A. C. Nielsen, op. at., pp. 31 and 33. 



CHAPTER V 

OTHER CONSUMER PROBLEMS AND PRACTICES 

The previous chapter was in the main devoted to the discussion of the 
question of what and where to buy. In this chapter other problems and 
some consumer practices related to them will be considered. 

Who Does the Buying? 

“The housewife does the buying for 90 per cent of all families for regular 
and usual purchases.” 1 So reports the Nielsen Food Index Service follow¬ 
ing a survey of food buying in the Eastern states including 2,333 housewives. 
Children are more important occasional buyers than husbands. 

Amburgey and Coles, following a survey of 460 Missouri homemakers 
on farms and in small villages or cities of less than 50,000, report that “home¬ 
makers bought or helped to buy staple groceries and fresh fruits and vege¬ 
tables in three-quarters of the families, and the meat in two-thirds.” They 
found the percentage of homemakers doing the buying to be higher in 
urban than in rural communities. 2 Another study also reports a higher 
proportion of men doing the family food buying in rural than in urban 
communities. 8 *' 

Most studies on “Who does the buying?” have asked for the general role 
of members. In one study, however, detailed records were secured of all 
food purchases over a period of four consecutive weeks, involving 6,502 
visits to stores. Women made 51 per cent of the total purchases, the men 
10 per cent, men and women shopping together 0.5 per cent, and children 
48 per cent. 4 In this case, composition of the family and educational experi¬ 
ence probably were largely responsible for the buying pattern indicated. 
All families reporting had children in high-school classes in home economics 
and commercial education. 

Women buy most of the clothing, apart from outer garments of other 
adult members of their families, and they frequently cooperate* in the 
purchase of these. Men more commonly than women assume major re- 

1 A. C. Nielsen, Soltnng Market Problems of Food Retailers and Manufacturers, p. 33. 

* “The Buying Habits of Missouri Homemakers,” J. H. Ec vol. 26 (1936, Jan.), 19. 

•A. Jannett and M. Williamson, “Food Buying Practices,” /. H. Ec., vol. 27 (1937, Jc.), 

377 - 78 . 

4 1 . R. Everett, “Who Buys the Family Groceries,” /. H Ec. (1940, Feb.), 96-98. 

64 
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sponsibility in the purchase of the family automobile and cooperate more 
in the purchase of large than small items of furniture. 5 

When to Buy 

Certain times are more favorable than others for buying. Possession of 
purchasing power is the decisive factor with some families. They may 
spend freely when they have money. When funds are low or non-existent 
a charge account may be resorted to for “essentials” and all other purchases 
postponed. 

In one study two-fifths of a group of families of factory workers in 15 
cities reported that small items such as foods and drugs were most likely 
to be bought on pay-day or immediately thereafter. At the end of the second 
day, only one-fourth of this group of families had as much as 26 per cent 
of their wages left. 6 

In another case, “Field workers were asked to observe and record any 
evidence of the degree of managerial skill of the family which might throw 
light on the solution of food problems. A common form of mismanage¬ 
ment among the commodity relief families was eating over-plentifully dur¬ 
ing the early part of the two weeks after the order was issued and ‘com¬ 
ing out short* during the latter days of the period. . . ” 7 

A study of purchasing practices made by Scripps-Howard, covering thou¬ 
sands of families in 16 large cities throughout the United States, shows 
a marked concentration of food purchasing on Saturday, with Monday 
as a low spot. (Sec Tabic 9.) This study shows that when families arc 
grouped in three income classes, there seems to be a slight tendency for 
the low in contrast with high-income families to purchase a smaller propor- 


Table 9: Range in Percentage of Weekly Food Budget Spent on Each of the 7 Days 
of the Week, in 16 Cities* 


Monday 

7.6-11.9 

Tuesday 

9.5-11.8 

Wednesday 

10.4-12.8 

Thursday 

9.3-12.0 

Friday 

11.5-15-2 

Saturday 

33.5-46.6 


2.3- 4.7 


* Scripps-Howard Newspapers, Marfa Records; Buying Habits and Brand Preferences in 
Sixteen Cities, 1938. Reports were secured from 53,124 housewives. Much the same findings 
were reported in the Cleveland Kitchen Inventory, 193$. 

5 See, for example, P. Arnold, “Who Buys What,” Advertising and Selling, vol. 23 (1934, 
Jy. 19), 27-28; P. Converse, The Elements of Marketing, 1935, p. 49. 

8 “Spending Habits of Factory Workers,” Monthly Labor Retnctv, Jan. 1939, pp. 104-5. 

7 M. L. Cowles, Food Consumption of Wisconsin Relief Families, Wise. Agr. Exp. Sta., 
1937 - 




66 CONSUMERS AND THE MARKET 

tion of supplies on Saturday and a somewhat larger proportion of them on 
Monday. 8 Another study reports nearly one-half of the urban and approxi¬ 
mately two-thirds of the rural families buying the bulk of their food sup¬ 
plies on Saturday. 9 

Marked seasonal shifts also occur in buying durable products such as 
automobiles, housefurnishings, and clothing. The shifts occurring in the 
purchase of the last two are very evident in Fig. 7 showing sales of de¬ 
partment stores. 

Perishability affects time of buying. Thus “specials” in staple foods will 
induce families to stock up—to buy now for use later; whereas, “specials” 


Fig. 7: Federal Reserve Index of Department Store Sales 


DEPARTMENT STORE SALES 



in perishables, such as fresh fruits and vegetables, may induce them to 
buy one product rather than another. (See Table 10.) 

Perishability affects time of buying clothing and housefurnishings as well 
as food, fashion having outmoded advance buying of many things. The 
hope chest of former days, with its large stock of household linens and 
undergarments, has all but disappeared. 

In some cases, a commodity is needed at once. Then the questions of 
where to buy and perhaps also where credit can be secured are uppermost. 
Most needs, however, can be anticipated. Goods may be purchased in ad¬ 
vance and stored so that they are on hand when needed. Where products 

9 The percentages of the total food supplies bought on Monday were ranked for the 
three income groups in the 16 cities and then averaged. In each city the income group with 
the smallest proportion of food bought on a specified day was given the rank of i. The 
average rank of the percentage of food supplies purchased on Monday was x.6 for the high¬ 
est income group, 1.8 for the middle income group and 2.6 for the lowest income group. 
For Saturday the average ranking was 2.x, 2.2 and 1.8 respectively. 

9 A. Jannett and M. Williamson, op. cit. 
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cannot be stored, consumption habits may be adjusted to the changing 
market, as for example in the use of fresh fruits and vegetables. Consumers 
need to visualize the market as one full of change. The more completely 
changes are anticipated and the more fully needs are foreseen, the more 
flexible plans can be as to what to buy at a particular time, and the greater 
the quantity of purchases likely to be secured from a given expenditure 
of money. 

Market changes of four types influence the time of buying: those affect¬ 
ing ( z ) P r i ce > ( 2 ) quality, (3) variety and (4) ease of shopping. Ease of 


Table 10: Percentage of Families Buying Certain Foods (i) as Needed and (2) on 
Special Sales, and the Relationship of These to Quantity Purchased * 


FOOD 

percentage or families 

BUYING 

percentage of families who when 

BUYING PURCHASED OVER ONE 
week’s SUPPLY 

As 

needed 

On 

special 

sale 

As 

needed 

On 

special 

sale 

Fruits and vegetables 

90 

10 

1 

4 

Butter 

90 

10 

3 

16 

Coffee 

79 

21 

19 

46 

Canned goods 

45 

55 

11 

59 

Other groceries 

54 

46 

19 

61 


*A. C. Nielsen, Solving Marketing Problems of Food Retailers and Manufacturers, an 
address before the convention of the National Association of Food Chains at Chicago, 
October 11, 1939, p. 29. This information was provided by the Nielsen Food Index Service. 
“Particular care was taken to maintain the correct distribution of interviews by income 
groups,” p. 21. 


shopping depends to a large extent on congestion in the stores. Late after¬ 
noons, Saturdays, special sales periods and pre-holiday rushes might well 
be avoided by one who is disturbed or wearied by busde, confusion, and 
crowds, or who wishes to make purchases in a minimum of time, to have 
prompt attention from clerks rather than to wait what may seem an end¬ 
less time at almost every counter before being served. 

Variations in quality from month to month may be due to seasonal 
production in the case of such products as strawberries, potatoes, eggs, and 
lamb. Differences in such products may result from the differences in the 
maturity dates of varieties. The distance produce must be shipped affects 
its quality by determining its state of maturity when picked, as well as 
the length of time between picking and using. Coarseness of texture and 
fineness of flavor are affected by weather conditions. With fresh fruits and 
vegetables there is some tendency for low prices, marking the height of the 
season, to come when the quality is best. This of course does not happen 






68 CONSUMERS AND THE MARKET 

with all products. A knowledge of when local varieties appear on the market 
may be important. 

Quality of fresh fruits and vegetables and bakery goods may vary with 
the day of the week. This is most likely to happen in towns rather removed 
from central markets or main sources of supply, when shipments do not 
come in daily. If storage facilities in the store are poorer than those in the 
home the consumer interested in quality may find it worth while to buy 
when foods come in. 

When to buy clothing is an important question for many people. Those 
who want to be up-to-the-minute, to have the very latest, buy early in the 
season; those who are more conservative, interested in style especially suited 
to the individual rather than in high style, and who want a large variety 
from which to choose, will probably find the height of the season the best 
time, while those more interested in low price than in high style, and will¬ 
ing if necessary to modify considerably their individual preferences, will 
probably find the end of the season best. Local conditions including both 
climate and custom determine when seasons start and end. 

Variation in Price 

Prices vary greatly from time to time. Major factors influencing them are 
(i) change in demand, (2) seasonal production, and (3) pricing policy of 
stores. An acquaintance with price change is of very great importance to 
consumers. 

Change in price level 

Change in demand is responsible for many mark-downs of style goods. 
It is also an important factor in cyclical price change. 

In periods of general price change relative prices of different products 
change. If products are substitutes it is well for consumers to examine 
customary habits. From 1929 to 1933 the price of eggs, for example, fell 
much more than did the price of meat or dairy products and the price 
of fresh fruits and vegetables more than canned fruits and vegetables. Of 
importance, also, are the questions whether prices of national brands are 
rising or falling faster than other brands or unbranded products, and 
whether rate and extent of price change are the same in all stores. 

During the fall of prices from 1930 to 1932 many manufacturers, espe¬ 
cially those selling national brands, attempted to maintain prices at custom¬ 
ary levels. The margin between their brands and other brands tended to 
widen. By the middle of 1930 when the price of wheat had declined 36 per 
cent, a large chain cut the retail price of flour 22 per cent while the national 
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brands were cut in price only 12 per cent. 10 Hollister in the American 
Marketing Journal reports that the price of private brands moves with the 
market more quickly than that of national brands. 11 

In 1929 and again in 1933 a study was made by Taylor in Durham, N.C* 
of grocery prices. During this period the cost of food in general had de¬ 
clined 41 per cent. Brands of commodities, competing directly with similar 
commodities sold in bulk, or with cheaper substitutes such as lard, sliced 
bacon and butter, declined more than 40 per cent. Branded coffee, flour, 
rolled oats, and cheese declined more than 30 per cent. In contrast, many ’ 
other brands, e. g., Instant Postum, Grapenuts, Minute Tapioca, declined 
less than 10 per cent. 12 

To stock up on durable goods when prices are at their lowest point 
may be highly desirable. Many consumers in 1930, 1931, 1932, and even 
later were wondering whether that was the best time to buy the furniture 
they needed, a new automobile, or large supplies of staple food. It is a wise 
man who can foretell the trend of events with sufficient accuracy to buy 
at the low point of cyclical price change. 

During 1940-1941 as the Defense Program got under way, more and more 
consumers were wondering whether they should stock up on food and 
whether they should buy durable goods before prices went any higher. 

Seasonal price change 

Price change coming with variation in supply from season to season is 
especially important for fresh fruits and vegetables and certain other foods. 
Rapid transportation, refrigerator cars, and the lengthening (by cold 
storage and new methods of production) of the season during which 
products of “good” quality may be found in one’s nearby market, have 
all helped to reduce seasonal price fluctuations. Even so, these changes are 
important and savings may be effected if price changes are followed and 
if, at the height of the season, products are more frequently used or are 
bought for storing. Change in volume of supply of fresh fruits and vege¬ 
tables is shown in Figs, 8 and 9. Prices on the whole are lowest when supplies 
are at their peak. The great uniformity in seasonal price change for eggs 
from year to year is shown in Fig. 10. Seasonal variations in certain other 
food prices are shown in Fig. n. Although food prices as a whole change 
little from season to season the price of some products varies greatly. 

10 Business Wee\ f Aug. 3, 1930,'pp. 13-15* 

11 Paul Hollister, “The Outlook for Grading and for Private Brands in Department 
Stores,” J. Am, Marketing , vol. n (1935, April), 1 10-16. 

12 “Prices of Branded Commodities During the Depression,” Har. Bus . Rev., vol. XU 
( 1934 , Je*), 437 - 49 - 
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Fig. 8: The All-Year-Rounb Fresh Fruit Chart * 



•Source: Consumers 1 Guide, July 8, 1935. Shows volume of products reaching large city 
markets. 


Wce\-to-wee\ variation in price 

Even from week-to-week a marked difference may occur in price. Art- 
man measured week-to-week variability of wholesale price for selected 
fresh fruits and vegetables. He found the following: 18 

Commodity Variability of Price (%) 

Low variability 

Northern potatoes 3.2 

18 As a measure of variability Artman employed “the average week-to-week change in 
price either up or down expressed as a percentage of the season’s mean wholesale price for 
the given commodities.” Expense factors tn City Distribution of Perishables, p. t8. 
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Commodity Variability of Price (%) 


Low variability 


Boxed apples 

4.6 

Barreled apples 

Sjo 

California oranges 

QJ 2 

Medium variability 

Southern potatoes 

11.8 

Northern cabbage 

12.8 

Yellow onions 

13*5 

High variability 

Western lettuce 

19.6 

Cantaloupes 

22.6 

Peaches 

24.1 

Southern cabbage 

25.9 

Eastern lettuce 

264 


Artman points out that the low-variability group includes the more staple 
articles which keep fairly well and can be sold or stored according to market 


Fig. 9: The All-Year-Round Fresh Vegetable Chart* 



* Source: Consumer's Guide, May ao, 1935. Shows volume of products reaching large city 
markets. 
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Fig. io: Average Monthly Prices of New Jersey and Nearby Hennery 
Whites, Closely Selected Extras, in New York City, 1923 to 1928 * 



conditions. In the high variability group, on the other hand, are those sea¬ 
sonal articles with very low keeping qualities. They move almost directly 
from producing areas into the market and must be sold when mature no 
matter what the demand or the size of the crop to be sold. 

The point of practical significance is this: The greater the likelihood of 
price change, the greater need there is for consumers to follow prices 
closely; not to depend, in planning what to buy, on prices existing when 
last they visited the market, but continually to investigate and compare the 
prices of substitute products. 
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Fig. ii: Seasonal Trends in Retail Prices of Foods* (1913 to 1932 Equals ioo) 



♦Source of Data: U. S. Bur. of Lab. Stat., prepared by U. S. Dept, of Agri., Bur. of 
Home Econ. 


Buy at Regular or Special Price 

“Price specials” are a commonplace part of our market system. They 
are weekly, seasonal, and sporadic in occurrence. In the midst of price 
juggling there are many perplexed consumers who ask: “When shall I 
buy?”—“Shall I wait for bargains or buy at regular prices?”—“How much 
savings do these bargains afford?”—“Can I buy things at ‘price specials* 
that arc too expensive at regular prices?”—“Should I use the bargains as a 
means of increasing my use of customary products ?” 

The answers to such questions are far from simple. Savings range all 
the way from less than nothing up to a considerable proportion of the 
purchase price. One thing is certain and consumers would do well to bear 
it in mind: profit to the seller is the primary purpose of such sales. Benefits 
to the buyer, if and when they arise, are incidental to the seller’s main 
interest. 

Because stores are closed on Sunday, and because Saturday for many 
people is pay day, Saturday normally brings to retail stores a larger number 
of buyers than any .other day. Competition for patronage thus tends to be 
especially keen at this time. Friday evening newspapers are full of special 
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price announcements. Saturday prices need to be compared with those of 
other days. A comparison of Tuesday and Saturday prices for 28 branded 
commodities made in a small college town in the Middle West indicated 
a very slightly lower price level of Saturday prices. Among the commodi¬ 
ties studied there were a few striking cases of reduced Saturday prices, 
and a very few instances where prices were obviously marked up. Many 
items emphasized in Friday newspapers’ advertising were in the extra-large 
sizes of containers, and private or little known brands were featured, rather 
than the regular lines included in the study. 14 

In patronizing sales special precautions in some cases are necessary. In 
a few cases merchants have neglected to remove former price marks. Not 
long ago a bargain-day buyer on reaching home found that she had paid 
a dollar for a berry bowl bearing the price mark of 98 cents. The magic 
words “sale,” “bargain,” “special prices,” are all too often accepted; con¬ 
sumers too frequently rely on the word of those who sell rather than basing 
their purchases on definite knowledge. 

At sales the possibility of foolish or incorrect choice is rather high. They 
concentrate attention on price and immediate purchase to such an extent 
that the buyer’s attention may be diverted from the usefulness of the goods 
to her. Crowded aisles or counters and mob psychology are relied on to 
increase purchases. Thus there are many reasons why consumers at sales, 
even more than other times, should weigh their need for commodities 
offered. After all nothing is a bargain, no matter how cheap, if one has no 
need for it Often the lure of a bargain will lead buyers to spend more 
money in transportation than is saved in the reduced price of the purchases. 
The confusion of a bargain sale, where the choice is limited, where, if the 
goods are not purchased at once, they will be taken by the woman at your 
elbow, is not conducive to careful appraisal of one’s needs. 

It does happen, however, that some money saving is often possible for 
the consumer who is willing to give a good deal of time and effort to the 
task of buying. But extensive advertising is often used to create incorrect 
and misleading impressions as to the savings possible. There is much decep¬ 
tion as to markdowns, so quality must be watched with much more than 
the usual care if a real bargain is to be secured. Frequently the returned 
goods privilege is waived. Although a few may be benefited by bargain 
sales there is no denying the fact that there is more fraud and misrepre¬ 
sentation than at regular sales periods, that sales thrive to a large extent on 
the inability of the consumer to recognize relative quality and on her lack 
of knowledge of regular prices together with her tendency to judge the 

14 M. G. Reid and E. Schickel e, "Variations in Retail Prices of Certain Branded Foods,** 
h H . Ec ., vol. XXVin (1936, Dec.), 693-95. 
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value of a mixed lot of goods by a limited number which in some way 
may be made conspicuous. (See Chapter XXVIIL) 

Considerable skepticism exists as to how much saving “price specials” 
afford. Many consumers have found price advantage more than offset by 
poor quality which was not revealed until long after the purchase had 
been made. 

In 1927 the U. S. Bureau of Foreign and Domestic Commerce investi¬ 
gated the attitude of a group of consumers in New England toward bargain 
sales. In a questionnaire housewives were asked if they regularly took 
advantage of bargain sales, whether bargain sales had lost their appeal, 
and whether they considered that the value of goods at a bargain sale was 
equal to that of the merchandise regularly offered. 

“About 63 per cent of the total number replying stated that they did not take 
advantage of bargain sales. . . . 53 per cent of the replies stated that bargain sales 
as such, had lost their appeal, because of the frequency of such sales ... the 63 
per cent, which stated that they did not patronize bargain sales, stated they were 
convinced that merchandise offered at bargain sales did not have the same value 
as merchandise regularly offered for sale.” 15 

Extent of purchase of “price specials” and savings effected have been 
studied to a limited extent. One study reports a saving of 21 per cent of 
food costs from taking advantage of bargains. 

“The proportion of the regular price saved by purchasing at special prices aver¬ 
aged as follows for the different food groups: Meat and fish, 26 per cent; eggs, 17 
per cent; evaporated milk, 20 per cent; cheese, 21 per cent; butter, 13 per cent; 
other fats, 31 per cent; sugar, 13 per cent; miscellaneous, 18 per cent; fruits and 
vegetables, 34 per cent.” 16 

In another study, 100 housewives in the Chicago area were visited. The 
women were asked to keep a complete written account of all grocery pur¬ 
chases for one week indicating each item purchased, brand name, and 
store where purchase was made. 

“An examination of the detailed accounts of the women in the poor-class homes, 
reveal . . . that . . . these women are apparendy very unscientific buyers. First, 
they rarely take advantage of sales, for the prices quoted on their lists are without 
exception top prices. Second, they buy only when they have both the need and 
the money, thus losing the savings that are possible when buying in quantity. 
Invariably they will buy one can of soup at 10 cents instead of two cans for 18 
cents.” 17 

The Retailer and the Consumer in New England, Trade Inf. Bui. 575 (1928), p. 63. 

10 G. Gray, “One Family’s Food During the Depression,” /. H. Ec., vol. 27, April, 1935, 
p. 225. 

17 H. Y. Bingham, “How They Buy Food,” Food Industries, vol. 7, no. 10, Oct. 1935* P- 481. 
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Nielsen’s study reports, however, that low-income families buy on special 
sales more frequently than high-income groups. 

Sales or specials are now of one brand and now of another, hence it is 
not strange that “greater advantage can be taken of sales if buyers do not 
■confine their purchases to one or a limited number of brands. . . . How¬ 
ever, lack of adequate information regarding grades on the labels of canned 
and packaged goods makes it difficult for buyers to judge as to the economy 
of buying the specially priced goods of unknown brands.” 18 In this study 
the relative price reduction on the various types of brands, i. e., national, 
private, or litde known brands, was much the same. 

Sometimes the “price special” takes the form of premiums or an extra 
unit given “free.” It may of course be possible that the product sold by 
the premium method may be cheaper than satisfactory substitutes, or the 
pr emium s may be well worth the additional price paid—or a bait for the 
unwary! Certainly the use of premiums increases the difficulty of com¬ 
paring the relative merits of various alternatives. And in many cases litde 
is known of the quality of the premiums. The quality may be very inferior 
and the premium may be much overvalued in order to make the advantage 
of buying premium goods even more alluring. Perhaps there is a feeling 
that since the premium is a “gift” one cannot be too critical of it; that it 
is hardly fair to “look a gift horse in the mouth ” 

In a study of grocery prices, for one-half the 43 premium sales which 
were offered, “the special price of grocery and premium articles combined 
was more than the regular price of the grocery articles alone; thus the 
premium was not absolutely free. The sale prices on combination offers 
averaged 30 per cent less than the prices quoted after the sale on the articles 
included. Reductions ranged from 3 to 53 per cent.” 19 

Lotteries are not so widely used as premiums. Here the price is usually 
large but the probability that any one consumer will get it is very small. 
They appeal to the gambling instinct. For some the lure of fairy casdes, 
the thrill that comes even momentarily from the possibility that the tide 
has turned, that good fortune awaits them, is more than sufficient to com¬ 
pensate for any additional expense incurred in purchasing a “chance.” Con¬ 
tests with prizes are in much the same class as lotteries. Millions of tubes 
of tooth paste may be bought at 50 cents each, and a like number of stamps 
and envelopes purchased for the mailing of carton tops or other evidence 
that purchases had been made, in order than one individual may get an 
automobile, another a trip to Europe, while the tooth paste company and 
advertising agency are left with handsome profits. It would be interesting 

18 1 - Daman, A Study off Price Differences in Retail Grocery Stores in "New Yor\ State t 
Cornell (N.Y.) Agr. Exp. Sta. Bui. 665, 1937, p. 44. 

Cornell (N.Y.) Agr. Exp. Sta. Bui. 665, p. 11. 
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to know the expenses incurred by consumers in participating in a recent 
Old Gold Contest for which the prizes ranged from $100,000 down. What 
proportion of the various income classes participated? 

Frequency and Scale of Purchase 

Attention is frequently drawn to the bearing of small-scale purchases 
on marketing costs. Consumers, it is pointed out, buy small rather than 
large packages, and at any one time they buy one unit in place of several, 
and limit their purchase to one or two products; thus m aking necessary 
frequent visits or orders to stores, and perhaps frequent high-cost deliveries. 

Family practices, with respect to frequency and scale of purchase, have 
been studied to only a limited extent. In one study, a group of farm families 
were found to be purchasing food on the average of 10 days every month, 
the average size of purchase being J>i.86. 20 There was a wide range in be¬ 
havior among families—number of food-purchasing days ranging from 
3.8 to 19.0 days per month; 56 per cent of the purchases were less than 
$1.50 and only 9 per cent were $4.00 or more. 21 

One study, in which observations were made in several stores, reports 
that orders under 50 cents made up half or more of the total number. 
Chains had purchases of large amounts more frequently than independents; 
and large expenditures were more common in grocery than in fruit and 
vegetable stores. The size of the orders varied with the day of the week; 
15 per cent of the orders given during the first part of the week were 
over a dollar while 28 per cent of the orders on the weekend were a dollar 
or over. 22 

A few studies report that quantity purchased at any one time increases 
somewhat with income. 28 

Specials on food, especially of staples such as coffee and general groceries, 
induce people to buy food in large quantities. (See Table 10.) For example, 
11 per cent of those buying as needed purchased more than a week’s supply 
of canned goods, whereas for those buying on special sales, 59 per cent 
reported the purchase of more than one week’s supply. 

A study of buying practices of 368 farm families in New York State in 
1928 to 1929 reveals almost half the families buying sugar in 100- or 200- 

20 The average amount spent for food on those days when food was purchased. 

21 M. M. Cowles, Rules for Consumer Food-Buying Contrasted with Buying Practices . Un¬ 
published thesis, Library, Iowa State College; 1941, p. 79. 

22 J. E. Miller, Buying and Selling Practices Observed in 60 Retail Grocery Stores, 1937- 
38. Unpublished thesis, Cornell University, 1938. 

22 See for example, R. L. Spangler, Retail Trade Practices and Preferences for Late-Crop 
Potatoes in Chicago and Suburbs, and Quality Analysis of Potatoes Offered for Sale to Con¬ 
sumers, 1939-40. U. S. Dept, of Agr., Agr. Marketing Service, Mimeo. 1940, and R. I. Agri. 
Exp. Sta. Bui. 240, p. 9. 
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potmd lots. At the same time 70 per cent were buying flour in 24.5-pound 
sacks. Preference for this quantity seemed due to the fact that the small 
sack fitted into the cupboard space allotted to flour. It was generally rec¬ 
ognized that flour in a larger sack was cheaper.'Canned foods were usually 
bought 1 or 2 cans at a time, even though families used 24 or more cans 
a year. Some families stated that they bought only small quantities bjfause 
they had only cash enough to meet immediate needs and did not want 
to ask for credit. 24 

Large quantity buying is more difficult than buying in small quantities. 
It calls for a more careful study of the family needs. The buyer must look 
beyond the present. Furthermore, she may have to make special inquiry 
in regard to price, and even do a little bargaining with the seller. When 
it is customary for goods to be sold in one-package lots no price for case 
lots may be posted. 

The smaller quantity even at a higher price per unit may be favored for 
several reasons: (1) lack of storage, (2) possibility of spoilage, (3) need 
for present funds to buy other things, (4) possibility that price will be 
lower later on before the large quantity is completely utilized, (5) likeli¬ 
hood of wasteful use merely because of the large supply on hand, either 
through sheer carelessness or through using what is on hand when a 
cheaper product would do. An article in Printers 1 ln\, for example, urges 
one-cent sales as a means of getting people to buy larger volume. In that 
way it is believed they will have a larger supply of the product on hand 
and are thus likely to use more of it. 25 

On the whole, the larger the quantity purchased the lower is the price 
per unit. This is a well-known fact. Yet many consumers are under the 
impression that important savings are possible only if quantities quite out¬ 
side the storage facilities of the kitchen cupboard are purchased, e. g., 100 
pounds of sugar or a case of tomatoes. They consequently fail to investigate 
possible savings in quantity buying which might be practical for them. 
Important savings are possible even within the scope of ordinary household 
storage. 

A survey made in Washington in 1935 reported considerable savings 
from the larger quantities. (See Table 11.) 

Another study covering 28 foods reports savings possible according to 
the size of container purchased and the number of units: 

“Discounts of about 10 per cent were given in many stores on 6 to 24 units 
of canned fruits, vegetables, salmon, and evaporated milk.” 25 

24 Marion Fish, Buying for the Household as Practiced by 368 Farm Families in New York., 
1928-29, Cornell Exp. Sta., Bui. 561, p, 28. 

25 May 27, 1937, p. 44. 

20 M. E. Tiffany, Retail Food Prices tn Relation to the Amounts, Styles and Containers, 
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“Significant savings were generally possible by the purchase of the largest 
available unit.” “The saving due to multiple-unit buying was usually great 
enough to justify the extra investment.” 

The larger size in some cases may bring no saving. For example, small¬ 
sized bottles of national brands sold in 5-and-io-cent stores in many cases 
givethe consumer as much or sometimes even more for their money than 
larger containers sold in other stores. 


Table ii: Savings from Quantity Buying in Washington, D. C., 1935* 



SMALL QUANTITY 

1 LARGE QUANTITY 

PERCENTAGE 

ITEMS 

S:ze of 
Unit 

Price per 
lbs . (cents) 

Size of 
unit 

Price per 
lb. 

SAVING BY 

PURCHASE OF 

LARGER UNIT 

Potatoes 

by the 
pound 

2.0 

bushel 

1-3 

33-3 

Plour 

2 lbs. 

7-5 

24 lb. 

5-2 

30-7 

Apples 

by the 
pound 

6.25 

bushel 

3-75 

40.0 

Sugar 

2 lbs. 

6 

10 lb. 

5-5 

84 

Baking powder 

4 oz. 

35 

z lb. 

29 

17J 

Vinegar 

ipt 

18 qt 

1 qt 

12 qt 

33-3 

Mayonnaise 

8 oz. 

28 

1 lb. 

23 

17-9 


•Source: “Pennies, Pounds and Privileges,’* Consumers 9 Guide , May 20, 1935, pp. 6-7. 


Greater familiarity by consumers with such price differences as these, and 
further study of the relative advantages and disadvantages arising from 
the purchase of various quantities, might result in an increase in the 
average size of unit purchased. At times the demand for the larger units 
may be so limited that a retailer may not encourage their sale because 
handling them would increase the variety of articles to be stocked and 
thus lower his stockturn. When a considerable quantity of a certain product 
is used it may be worth while to buy staples in case lots, for example, canned 
tomatoes. In many instances it may be necessary to bargain with the grocer 
to get the reduction one is “entitled” to. 

Mr. and Mrs. Borsodi, after considerable investigation, urge families to 
buy food in larger quantities. They write: 

You will save at least $83.42 every year on the average food budget of $678.30, 
after paying about $12.31 yearly for the additional storage space you will need. 
. . . You should save an estimated 81 hours and 28 minutes every year in shop¬ 
ping. 27 

Further investigation of this matter seems to be needed. 

Vt. Agr. Exp. Sta. Bui. 448, 1939, p. 41. See also Cornell (N.Y.) Agr. Exp. Sta. Bui. 665, 
pp. 36-43, and U/S. Dept of Agr. Circular 296, p. 39. 

27 How to ’Economize on Buying and Storing Food. The School of living, 1939, p. 3. 
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Factory versus Store Package 

As a practical question the matter of bulk versus packaged goods has 
become less important, as packaged goods year by year have replaced those 
previously sold unwrapped or packaged in the store. This change has been 
caused partly by the invention of machines which have reduced the cost 
of packaging in factories. Important alsb are the increasing dirt of cities, 
higher standards of sanitation, the greater ease of handling the product in 
the home if the store container is satisfactory for kitchen storage. The in¬ 
creased use of packages is also due to the opportunity which they afford 
for more color appeal, advertising, and the use of brand names. To some 
extent, especially for certain products, special packaging has many ad¬ 
vantages. In many cases however the introduction of factory packaging 
has led to a higher price per unit. People have accepted it because they 
have assumed that the packaged product was finer in quality than the bulk. 
This is one thing that consumers might well guard against. Merely putting 
a fancy wrapping on a commodity may increase the cost, without improving 
the quality of the contents, which, after all, is likely to be the chief in¬ 
terest of consumers. Chase, in Ethical Problems of Advertising, reports: 

A concern that had been selling macaroni in packages, 8 ounces of it at a cer¬ 
tain price, decided to make the package transparent, so the nice white stocks 
would show through the glassine package. It sold for the same price, but the 8 
ounces shrunk to 4% ounces. 28 

There are still some cases, especially in certain types of food, where the 
household buyer might well consider whether bulk or package is better. 
Among the group of New York farm families referred to above, many 
foods were bought in bulk. Especially important were bacon, butter, cheese, 
macaroni, and prunes. People said they considered it cheaper not to pay 
for the packaging, and preferred to see what they were buying. Relatively 
few, however, bought coffee, crackers, or oatmeal in bulk. 20 
Another study reports: 

Although 18 [out of 28] foods might have been found on sale in both bulk 
and packages, as a matter of fact relatively few were offered in both forms in the 
same store. Few bulk goods were carried because of the inconvenience and waste¬ 
fulness involved in handling them. Some stores charge almost as much for bulk 
as for packaged goods. Although they could have been sold in any quantities, 
some goods, such as flour, were sold in bulk only in quantities smaller than those 
available in packages. 

Macaroni, rice, prunes, and vinegar, generally found on sale in most of the 
stores in both forms, were less costly in bulk; Some little gain came from buying 
sugar in bulk. Although savings were possible on some other goods by buying 

28 Ethical Problems of Modem Advertising, 1931, p. 107. 

28 Marion Fish, op. ciu 
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them in bulk rather than in packages, they were so rarely available in bulk that 
much shopping about was required to secure them. 

Bulk macaroni, apparendy of lower grade than that sold in packages, was 
cheaper than the packaged form. 80 

Cash versus Credit 

Credit is one of the trouble spots for many families. Its use has been in¬ 
creasing. There are many reasons for this. In the first place, commodities 
relatively high in price that cannot be bought out of current income have 
increased greatly in importance. In addition, many special credit agencies 
have come into existence and new systems of store credit have been devised. 
Furthermore, ideas of thrift and savings have undergone a change. Frugal¬ 
ity as a virtue has somewhere, somehow been lost, sidetracked, smothered. 
The simple rules advising families to live within their income and to keep 
out of debt are far from being guiding principles to many families. Con¬ 
sumer credit has expanded in the face of high charges often made, in spite 
of many difficulties encountered in misrepresentation and payment of bills 
incurred. It would seem that, for many families, the hardest money to 
earn is that already spent—charges of various sorts continually increase 
its magnitude. 

Cash payment versus credit. Which shall it be? Consumers must make 
decisions of two types: (i) Shall we run a bill and go into debt, or shall cash 
payment be our rule? (2) If we are going to borrow, where is the best 
place to get the necessary credit—the retail store, the bank, a special finance 
company, or some other source? In selecting a place to get credit families 
are likely to consider convenience and cost of getting credit. For many, 
however, the desire for credit without having to answer what appear to 
be embarrassing questions may be a very major factor. Therein lies the 
lure of such announcements, “Your signature only,” “No questions asked ” 
Embarrassments, for many families, come later. 

Cash payment and thrift are closely identified in the minds of some 
people. Charge accounts to them may suggest shifdessness. Even without 
this attitude certain families may feel that paying cash will check over¬ 
spending, and tend to keep them within their income. A glance at their 
purse and check book is all that is needed to reveal the state of their 
finances, to arrest temporarily their purchases, or to assure them that “all 
is well.” Some people have no sense of having spent money when they say 
to a clerk, “Charge it.” The day when bills come due may be in a far-off 
misty realm that has no reality in terms of cash available. Because cash 
payment at time of purchase appears so much more real, more final, than 
charging, some people find themselves scrutinizing more carefully the 

30 Vt Agr. Exp. Sta. Bui. 448, 1939. 
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price of goods when they pay cash than when they charge. It seems likely 
that for most families the need for careful budgeting and frequent check¬ 
ing of expenses is more important where charge accounts are used than 
when goods are paid for in cash. Some families may perhaps find it neces¬ 
sary to close out charge accounts, to put all payments on a strictly cash 
basis because of unauthorized charges by irresponsible members of the 
family. The merits of a charge account are closely tied up with financial 
responsibilities and controls operating within the family. 

Cash payment may influence other consumer practices. Usually a charge 
account is maintained in only a few stores. If charging is customary then 
shopping is confined to these. As a consequence there is less shopping 
around among stores to find out where prices are most favorable. 

Families without a checking account—and in this category falls the 
majority of families—often find cash payments more convenient than 
charge accounts. The “unbusinesslike” practices of many families, their 
failure to file bills and receipts, make possible their being charged for items 
which they have not purchased, or paying the same bills twice. To them life 
is simpler when all commodities are paid for at the time of purchase. 

Some families charge their purchases rather than pay cash for them, for 
the simple reason that they have no cash. During the period of unemploy¬ 
ment when litde or no income is coming in, when savings may be depleted; 
many families turn to the local retailer who, with them, trusts that better 
times will shordy come. Families with irregular or seasonal incomes, such 
as occur in many farming communities, may also regularly use charge 
accounts because of a temporary shortage of cash and a failure to accumu¬ 
late sufficient reserve to carry them over to the time when the main crop 
is sold. In some communities, especially in certain Southern States, at the 
end of the season almost the entire cash income of many families may go 
to pay the store bill. Following this they must at once start charging again. 
Having no cash they have little choice as to where to buy, but must go 
where credit is available. Sometimes retailers may take advantage of this 
situation by charging unduly high prices. Families may continue under a 
debt from which there seems to be no escape. To improve their lot better 
financial management is necessary. Loans from sources cheaper than availa¬ 
ble retail credit may be the only way of helping such families to a cash basis. 
Some families like to maintain a charge account not because of present 
need for credit but in case of a future emergency. It is easier to establish 
a charge account before than after the urgent need for credit arises. 

Shortage of cash to make necessary purchases does not explain the use 
of charge accounts by a large number of families. This may be more con¬ 
venient than paying cash for each purchase when made. One does not have 
to wait for change in the store. Telephone ordering may be resorted to 
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without the inconvenience of C.OJD. payments. Purchases by children are 
more feasible. Those having a charge account may find stores more will¬ 
ing to send goods on approval, and to accept those found unsatisfactory. 
Some people feel that they get more attention from clerks when they have 
charge accounts than when they pay cash. When charge accounts are used 
bills are paid by checks. Accounts are more easily kept; there is little danger 
of large amounts of cash being stolen from one’s purse or mistakes in 
change arising from the frequent handling of cash in making payments 
for numerous separate purchases. In addition, many families, especially 
those with moderate or more than moderate income, may feel that a cer¬ 
tain prestige goes with a charge account. They may feel a glow of satis¬ 
faction, a sense of superiority, from the fact that a certain store after in¬ 
vestigation grants them the privilege of charging their purchases. How¬ 
ever, as charge accounts have been granted to more and more families, their 
prestige has tended to evaporate. 

A change in the function of charge accounts is reported to be occurring. 
Hert feels that charge accounts, to a greater and greater extent, have ceased 
to be looked upon as a convenience: 

Many credit executives believe that 65 per cent of their charge customers use 
monthly accounts because they do not have available sufficient cash to make and 
to pay for the purchases which they have charged. . . . The other 35 per cent 
probably do not have the problem of actually paying for the purchases but use 
the accounts primarily as a convenience. 81 

Installment credit and charge accounts are in rather different categories. 
The installment plan, apart from allowing consumers to have goods for 
use before they are fully paid for, has none of the conveniences of a charge 
account; repeated payments at definite dates may be very inconvenient; and 
this method has no prestige value. On the contrary, for some families there 
may still be a stigma attached since the use of the installment plan is 
evidence of insufficient cash to make the purchases desired. Since it is almost 
always used because of lack of present purchasing power there is considera¬ 
ble danger of too great commitments against future income. With low- 
income families who resort to much installment purchasing, the extra ex¬ 
pense involved may often be very serious. 

Installment buying is a form of credit having special pitfalls for buyers. 
Often much aggressive selling accompanies it Everyone is an eligible buyer, 
the goods purchased being held as security for the debt. Neither of these 
things is true of charge accounts. The part of price most emphasized is the 
small down payment. This may lead the buyer to incur burdensome debts. 
The household buyer’s inexperience and carelessness in making simple 

81 A. H. Hert, “Charge Accounts o£ Retail Merchants,” Annals Am . Acad,, vol. 196 (1938, 
Mar.), 1 xi. 
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calculations lead her to accept the sellers statement that her installment 
costs her little or nothing, when she very likely pays anywhere from 12 to 
50 per cent or more annual interest on the credit actually extended. 

If a consumer wants a car, a new coat, or furniture for the living room, 
and funds to pay the price in full are not available, several alternatives 
are possible. (1) The purchase may be postponed until the necessary funds 
are accumulated. (2) The commodity may be bought on the installment 
plan. (3) The money may be secured from some other source. The decision 
rests upon the urgency of the present need for the merchandise, length of 
time it would take to save the sum needed if no borrowing were to occur, 
the cost of installment credit and credit from other sources as well, the 
possibility of meeting payments as they fall due. Size and regularity of 
income; extent of other expenses which must be met, family temperament, 
attitude toward debt, are some of the factors likely to influence families 
in deciding whether debt should be incurred. A group of New York farm 
families whose buying practices were studied and who were found to be 
using very little installment credit stated that “they preferred to buy on 
cash terms. When they had cash available they bought the household articles 
which they wanted; but when cash was not available, they preferred to 
go without commodities rather than mortgage their future income with 
debt.” 82 The large volume of installment buying, however, is ample evi¬ 
dence that many consumers feel very differendy toward it 88 

Credit and Consumer Bankruptcy 

Bankruptcy occurs, for the most part, when consumers feel that there 
is litde or no possibility of their paying debts which have been incurred. 
One study reports that bankruptcies of wage-earners from 1920 to 1930 
increased four-fold at a time when population increased by only 16 per cent. 
Over-extension of credit, quite apart from any disruption in income, was 
a main factor in these. Out of 266 bankruptcy cases investigated, 28 per 
cent are reported caused by debts due to extravagance and only 13 per cent 
by decreased income. The investigators suggest that bankruptcy from 
extravagance can, in part, be eliminated by: 

(a) A denial of discharge in bankruptcy to extravagant debtors until at least 50 
per cent of the bankrupt’s debts have been paid. This can be accomplished 
by forcing the debtor to amortize his debts out of future earnings over a 
period of time. 

(b) Careful credit extension, which would involve a thorough knowledge of 
(1) income, (2) cost of living, (3) entire debt position ... (4) antece¬ 
dents. 

12 Marion Fish, op. at., p. 81. 

22 Seech XIX. 
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(c) Education of debtors and credit grantors in the standards upon which credit 
should be based. 

(d) Credit grantors assisting debtors in budgeting incomes and refraining from 
overselling. 84 

The need for and the possible ways of improving credit will be con¬ 
sidered in more detail in later chapters. 

Recognition of Goods Desired 

The consumers* most perplexing problem is that of judging or evaluating 
those qualities of a product which affect its usefulness, and of discovering 
which article is most worth while in view of price. The best quality for a 
particular purpose may be a technical question or a matter of taste or 
preference pure and simple. But relative price enters into the picture. The 
quality of another product may not be so good, but it may be cheaper. A 
comparison is only possible if qualities of products under consideration 
are known. If inferior quality which is lower in price is taken, a saving 
may not have been made. The period of use may be shorter, or other ex¬ 
penses may be incurred, because of deficiencies in the cheaper product. 
Any money saved can be used for some other purpose. Obviously the choice 
between substitutes turns on the value attached to superior quality in 
contrast with the use which might be made of possible savings. Inability 
to recognize quality handicaps consumers in their choice of store, and in 
deciding when to buy, especially whether to buy at sales or at regular price. 

Wrong ideas about indicators of quality may result in marketing costs 
higher than are necessary. There arc some who hold that costs of marketing 
carrots, for example, could be greatly reduced if tops were left at point of 
shipment, and that consumers do not need tops in order to gauge freshness. 

'The problem of recognition of quality has so many ramifications that its 
further discussion is postponed to later chapters. 

Investigation of Buying Practices 

The scattered studies of consumer buying practices make it obvious that 
little is known beyond the mass effect apparent in retail stores—the details 
are blurred. Educators and sellers would do well to probe deeper, to see 
more clearly how behavior differs from family to family, what factors are 
influencing them and what difficulties are encountered. 

84 V. Sadd and R. T. Williams, Causes of Bankruptcies Among Consumers, U. S. For. and 
Dom. Com., Dom. Com. Scries no. 82, 1933, p. 31. 



CHAPTER VI 

COMPETENCE OF CONSUMERS 

Who are Consumers? 

The discussion has so far proceeded on the assumption that the identity 
of consumers is obvious. In its most basic sense the term consumers refers 
to those who use goods and services for the satisfaction of their wants. Thus 
it is apparent that everyone is a consumer: the young and old, the rich and 
poor, workers and idlers. Consumers do not constitute a separate class. 
Everybody is included. They can be identified only by a common interest. 
Apart from very young children, and others who take no thought of means 
of support, everyone tends to look at the market in two different ways: 
first, it is a source of goods for use; and second, it is directly or indirectly 
the agency through which their money income is secured. This dual in¬ 
terest of individuals as producers and consumers should be kept in mind. 
The scale of living possible for individual families is affected by both. 
Producers, in an effort to get a high net income, favor high prices for the 
things which they have to sell. Consumers are interested in getting the 
maximum returns from a given income, and hence are benefited by prices 
no higher than necessary to ensure a continuous supply of goods in the 
market. 

Frequently housewives are spoken of as “consumers.” They may be re¬ 
ferred to in such a way as to suggest that they have interests apart from 
those of other members of the family. But the housewife, as well as the 
earning members, is concerned with the amount of income received. She 
too realizes that more goods could be had if income were higher, assuming, 
of course, that at the same time prices do not rise. Furthermore the entire 
family is interested in the quantity of goods that can be secured from the 
money income. The housewife is referred to as the “consumer” merely be¬ 
cause division of labor within the family has resulted in delegating the 
responsibility for buying largely to her. But she is in reality only the family 
representative doing the major share of the buying. As such she may be 
more keenly aware than the others of the difficulty involved in market 
selection. All members are affected by the quantity and quality of goods 
that can be secured. 

Another confusion at times occurs. The term “consumer” may be con- 

86 
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sidered as synonymous with “buyer.” Consumers are in reality a particular 
group of buyers. They buy for use and not for sale. There are many other 
buyers, e. g., manufacturers who buy raw materials for use in production, 
jobbers and retailers who buy products, selling them later in much the 
same form. This distinction is important. As small-scale unspecialized 
buyers, consumers have certain unique difficulties in market selection. 1 

Strictly speaking, consumers are users of goods. The one who buys for 
use is the consumer-buyer. For convenience in this book the consumer- 
buyer is commonly referred to as the consumer. 


Alleged Inefficiency in Buying 

The inefficiency of consumers is a favorite topic. Pitkin in a recent book, 
The Consumer, His Nature and His Changing Habits, descnbes consumers, 
whom he appears to assume are mainly women, as “economic imbeciles.” 
Some people with a mixture of scorn and distress point out how unbusi¬ 
nesslike women arc in their buying, how little they know about the stores 
they patronize, how they waste time in idle shopping, and money in care¬ 
less selection, how they are fooled by advertising, by clerks, and by various 
sales appeals, how by their practices they unnecessarily increase the cost 
of marketing. 

That consumers in their market selection are inefficient cannot be denied. 
Many are very poorly informed, are uncertain in their market selection, 
credulous and easily influenced, very susceptible to flattery. Some weekly 
grocery bills, for example, are probably twice as high as need be to secure 
a much more adequate and appetizing diet than is now being provided. 
High-priced articles are purchased by many people feeling the pinch of 
a low income, when cheaper ones are readily available. “Undue” emphasis 
is commonly given to superficial qualities. Much of the inefficiency is caused 
by sheer carelessness and indifference. But the causes go deeper than this. 
Even the most alert consumer who gives much time and effort to choice 
making and market selection does not reach a very high level of com¬ 
petence. 

In the midst of a barrage of criticism of consumers it is interesting to 
ask: (1) What basis is commonly used in rating the efficiency of consumers? 

1 Inefficiency in the system lowers the scale of living of consumers. Although those who buy 
for resale may at times feel greatly handicapped by certain market inefficiencies, nevertheless 
the higher cost resulting tends to be passed along m higher price to the consumer. The net 
money income of a seller may be litde affected by the inefficiency of others. Of course when, 
as consumers, they turn to the market to get things for their own personal use, they find that 
their money income, because of the existing inefficiencies, will buy less. This striking dif¬ 
ference between the point of view of consumers and other buyers in the matter of efficiency 
is of utmost importance. It must be remembered that consumers, as buyers of goods for use 
and not for resale, are the only buyers interested in the efficiency of the system as a whole. 
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(2) What circumstances explain so-called inefficient practices? (3) How 
is efficiency defined? 

Characteristics of Consumer Buying 

Consumers present a striking contrast to purchasing agents o£ the Govern¬ 
ment or of any large enterprise. The latter have only one job, that of buy¬ 
ing. A limited variety of goods is purchased. Because the unit of sale is 
large it is usually worth while for such buyers to spend much time in search¬ 
ing for possible alternatives and in making elaborate tests in order to dis¬ 
cover whether the product under consideration is the best available and the 
best in view of price. They may even specify the product which is desired 
and have it made to order. In addition, many of the products they buy are 
described in standard terms. 

Consumers purchase small quantities, so extensive shopping and testing 
are not feasible. Only if their incomes are very high do they have goods 
made to order. Buying is often crowded into “spare moments,” and is only 
one of many tasks carried on. A multitude of different goods must be 
selected. Without training and with very litde experience, consumers must 
match their wits against salesmen skilled in the art of selling, many of 
whom take the attitude “Let the buyer beware ” Consumers appear very 
poorly trained and equipped when they are contrasted with specialized 
large-scale buyers. 

Another comparison shows them in the same light. Sellers from whom 
they buy arc also specialists. Consumers must protect themselves against 
sellers whose interests are not identical with theirs. Desire for profits in 
many cases leads to unnecessarily high prices, to poor quality, and to some 
misrepresentation and fraud. Goods are described in glowing terms and 
artfully displayed to entice the prospective buyer into purchasing. Although 
many sellers are prepared to give valuable assistance to consumers in their 
buying, yet much high-grade talent goes to studying consumer behavior 
for the purpose of devising ways and means of confusing rather than en¬ 
lightening, of stimulating emotional impulse rather than reason, of selling 
goods not in order that they may benefit users but because larger sales will 
lead to increased profits. 

The commercial buyer has another advantage over the consumer. The 
test of profit as a guide to the best purchase provides a more precise test 
than the test of welfare or satisfaction that consumers must for the most 
part use. 2 One kind of goods may serve many purposes, and many other dif- 

* The behavior of commercial buyers is not of course explained alone by a desire for profit 
Habits, custom, friendships enter into their choice of product and of sellers. See, for example, 
D. J. Duncan, “What Motivates Business Buyers,’* Har. Bus. Rev. t vol. 18 (1940, Summer), 
448-54 
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ferent goods may be used for the same purpose. The anticipated benefits, 
pleasure, satisfactions likely to be derived from the use of goods do not 
lend themselves readily to quantitative comparison. The mood of the mo¬ 
ment may greatly exaggerate some needs, or the possible benefits from 
certain goods. Thus the consumer is likely to be swayed by many appeals 
and to be confused and irrational in making comparisons. 


Consumers' Motives 

But this difference between the consumer and the commercial buyer may 
make consumers appear much more inefficient than they really are. The 
commercial buyer is judged both by himself and others according to his 
success in making a profit. For consumers the ends which purchasing serve 
are very different than those of a profit organization. So even though con¬ 
sumers may proceed very carefully weighing costs and returns in an effort 
to get the most for the cost involved, their behavior, as judged by others, 
may appear very incompetent. 

It must be remembered that much more than material goods is desired. 
Silk stockings, fresh crusty bread, perfumed soap, modish furniture are 
wanted plus certain services: credit, delivery, fine stores in which to buy, 
swank delivery trucks to appear at the door in order to impress the neigh¬ 
bors, well-mannered clerks to attend to their needs, spacious display rooms 
where goods may be inspected. And the cost with which the consumer 
is concerned cannot readily be measured in money. Fatigue incurred and 
leisure activities given up may be important. If their social standing in the 
community is important to them, consumers are impelled to consider how 
their purchasing practices will affect it, whether their efforts to economize 
on money will result in their being looked down upon as stingy, or looked 
up to as thrifty, whether they will be classed with the “best families” in 
town if they patronize a certain store. Families may desire many “silly” 
things. But whatever the reason, these “silly” desires naturally affect the 
marketing services demanded as well as the purchase of specific goods. 
From the family point of view the test of efficiency in buying lies in how 
economically they get what they think is important. Because of the variety 
of ends to be served and the highly subjective factors taken into considera¬ 
tion, efficiency of buying practices, if measured in terms of family standards, 
cannot readily be appraised by anyone outside the family and the in¬ 
dividuals immediately concerned. 

Efficiency lies in getting the largest possible returns for the cost involved. 
Consumers would go hopelessly wrong if they considered only money 
costs. They might be wasting their time in making expensive tests when 
purchasing only a small quantity. Time will probably always remain too 
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valuable, either for leisure or for household tasks, for many consumers 
to visit all “nearby” stores, inspect all possible choices, and make all pos¬ 
sible comparisons and tests. Nevertheless it seems highly probable that a 
great many buyers would get compensating benefit from additional time 
given to planning, studying various sources of information, thinking for 
themselves, weighing various family needs, and judging values in order 
to bring their skill in this job up to the level which they have perhaps 
achieved in sandwich making or ironing. 

The inherent difficulties involved in small-scale, unspecialized buying 
make many skeptical of the likelihood that great advances can be made 
even if consumers are better informed and give more time and effort to 
this job. Greater attention to this task by the buyer needs to be accompanied 
by changes in the marketing practices which will simplify consumers’ dif¬ 
ficulties. 

Although pressure to get maximum returns is probably the chief in¬ 
centive to efficiency in choice making and market selection, sense of achieve¬ 
ment, the prestige of accomplishment, for some may also serve to bring 
an increase in efficiency. 

An Efficient Consumer-Buyer 

Efficiency of consumer-buyers must be conceived in its two-fold aspect. 
An efficient consumer-buyer is one who gets the goods desired at mini¬ 
mum cost to himself and at the same time does not unnecessarily increase 
the cost of providing them. A good deal of waste occurs because consumers 
frequently come to the market with only a very hazy notion of what is 
wanted. In so far as what is purchased depends on what is available in 
the stores, this situation cannot well be avoided. But much indecision 
is caused by failure to study needs, to compare in advance the desirability 
of various types of goods. Ignorance as to size and color needed often makes 
later exchange of goods necessary. Many home-furnishing stores and de¬ 
partments maintain a worker whose chief task is to go out and make simple 
measurements of windows for which draperies are to be adapted. Women 
in many cases come to order curtains without having such essential in¬ 
formation. Needless shopping occurs because of indecision. However, 
shopping to some women is a recreation. They may shop with no intention 
of buying, and even buy with no intention of keeping. Inspection of goods 
may be careless. This may occur because of haste, the distraction caused 
by the confusion of the store, the many individual details which need 
to be noted, the failure before coming to the store to consider the many 
items to be checked. 

Costs are increased by careless handling of goods. This may occur, for 
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example, in the inspection of many fruits, and in the case of goods taken 
out of the store for inspection or trial. Many examples can be found where 
special privileges, inspection, returned goods, C.OJD., credit, and delivery 
are abused. This is especially true where services are free. The ignorant, 
careless, thoughtless, selfish buyers are responsible for a considerable part 
of the high cost of merchandising. 

The basic factors determining the extent of inefficiency or the degree of 
competence attained by consumers must be sought in the kind of job to be 
performed, the pressures exerted on consumers to be efficient, the way in 
which the marketing system aids or interferes with competence, and the 
help rendered consumers through education and other means. 


Consumer-Buyers’ Ignorance 

Ignorance of consumer-buyers has been frequently assumed but little 
investigated. The following are typical findings of studies that have been 
made. “When questioned concerning their knowledge of grades for certain 
foods ... 12 per cent said they knew the score of the butter they bought, 
and about 25 per cent said they knew one grade of meat sold by their 
dealer. The grading terms they gave, however, both for potatoes and meat 
were not the official terms used in grading these foods. . . . When ques¬ 
tioned about the use of the substandard grade most of the buyers said that 
they had not seen the substandard label on canned foods and that they 
would not buy or use food that carried such a label.” 8 

Bakkcn reports that “The consumer that distinguishes variety [of potato] 
is rare.” 4 Knowledge of potato varieties was limited to one quarter of a 
group of Vermont housewives who were questioned. This group seemed 
to be better acquainted with apple varieties. 5 

Another study showed that “the majority of homemakers lacked familiar¬ 
ity with size of cans”; 8 and that women did not know whether they bought 
true or artificial extracts. 

Liston reports that nine-tenths of the women said that there was some 
kind of a purple stamp on the beef they bought, although more than half 
of them were unable to describe it, the members of the limited-income 
group being more vague than others ... the buyers were asked to state 
the meaning of the stamps found. They commonly referred to stamps as 
indicating inspection by Federal officials or by packers but had no clear 
understanding of their implications. ...” 7 

* M. E. Reigel, “Food Buying Practices,” /. H. Be. (1937* Je.), 379 - 82 . 

* Wise. Agr. Expt Sta. Res. BuL 124. 

5 Vl Agr. Expt. Sta. Bui. 415. 

* A. Jannett and M. Williamson, “Food Buying Practices,” /. H. Ec, (1937, Je.)» 378 * 

7 Vl Agr. Expt Sta. Bui. 415, p. 27. 
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. It should however be borne in mind that many consumers have a shrewd¬ 
ness in actual market-practice beyond that exhibited in such surveys. 

Use of Information 

Interest in information bearing on the problems of consumers is wide¬ 
spread and has been increasing. Little systematic study has been made on 
the types of information found most useful or what groups are most in¬ 
terested or how the information provided affects buying practices. One 
study shows that the percentage of families reporting the reading of 
grocery store advertising is higher for low- than for high-income families. 
(See Table 12.) A large proportion of subscribers for the reports of Con- 


Table 12: Percentage of Families Reporting Regular Reading of Grocery Store 
Advertising and Buying Specified Foods on Sale, Classified by Income Group * 


INCOME 

LEVEL 


PERCENTAGE 

OF FAMILIES 

REPORTING 


Reading of 
grocery store 
advertising 


Buying on special sales 


Canned 

joods 

Other 

groceries 

Coffee 

Butter, fruits, 
and vegetables 

Upper 

42 

5 * 

37 

10 

6 

Upper middle 

58 

57 

44 

x 7 

7 

lower middle 

62 

55 

47 

23 

11 

Lower 

64 

56 

52 

30 

16 


* A. C. Nielsen, op. cit., pp. 27 and 28. 


sumers’ Union and Consumers* Research have moderate to high incomes 
and many of thfm are in the professional class. These constitute a small 
part of the total population. 

A few cities provide a consumer service consisting largely of informa¬ 
tion concerning current local prices; the prices prevailing in the market 
where the housewife may buy “this morning.” 8 Attention is mainly con- 

8 Consumer/ Guide, Nov. 1941: ‘Two o’clock in the morning of every market day except 
Saturday, 2 reporters from the New York Bureau of Consumers’ Service scout the wholesale 
markets for fruits and vegetables. Trained observers, these market reporters spot the arrival 
of these perishable foods in New York’s markets ... At six o’clock, these scouts know ac¬ 
curately die state of the wholesale markets, and, therefore, of the supplies that will be found 
in retail stores the same morning. Along about 8 a. m. a flash comes over the telephone from 
the wholesale fish market on that morning’s supply of fresh fish. When all this news, has been 
assembled and prepared in script, at 8:25 the Director of the Bureau of Consumers’ Service 
goes on the air for 5 minutes to talk to New York’s housewives. 

“While retail prices are not usually reported to consumers on the air, the Bureau of Con¬ 
sumers’ Service does collect them. Each afternoon 2 inspectors go out from this Bureau to 
call at some 15 to 20 stores in each of two districts in the city. They make note of the prices 
charged consumers. . . . The purpose of this price collection is to see whether prices do 
actually follow the changes in food supplies noted in the wholesale markets,” pp. ix-12. 
Somewhat similar services are available in Boston and a few other cities. 
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centrated on foods having important seasonal change in price. Some news¬ 
papers have found interest enough from housewives to warrant a weekly 
column on retail food prices. These are among the straws in the wind, as 
it were, that indicate increasing attempts to be better informed in buying. 
Little is known, however, as to what income groups, for example, make 
most use of such facilities. 

Some investigation has been made of sources of information used in 
buying specific products. For example a survey reported in the New Jersey 
Journal of Pharmacy covered the content of medicine cabinets in 5447 
homes in one city. For each product the question was asked; “Did your 
physician recommend it?” The answers clearly revealed that families were 
not relying to any great extent on their doctors for information in the 
purchase of many of the products found there. 

There is plenty of evidence that many consumers do not know where 
to secure competent advice and what types of advice are likely to be biased. 

Reading of Labels 

Many studies report that labels are read chiefly for brand name.® Signifi¬ 
cance of this must be appraised in terms of what they might get from the 
label were it read carefully. Lack of information of value to consumers 
has been an outstanding characteristic of labels. As information on the 
label increases it is very important to discover the extent to which con¬ 
sumers are using it. 


Personal Inspection 

Desire to inspect products varies gready among consumers. Sense of 
achievement in selection as well as need to economize leads some women 
carefully to examine products before buying. Personal selection of food 
products appears to vary from city to city. Bakken for example reports: 

The practice of consumer personal inspection is so prevalent in Milwaukee and 
Chicago stores that the retailers have devised ways and means to make it con¬ 
venient for their customers to wait upon themselves. Potatoes and other fruits 
and vegetables are displayed in long rows of open trays in such ways that the 
shoppers may walk among the open shelves and pick and choose to their heart’s 
desire. 

More than 70% of the people interviewed in Chicago reported that they per¬ 
sonally inspected die potatoes before buying them. . . . Between 50 and 6o% t of 
the Milwaukee and Madison customers exercised the same care in buying. When 
the product is ordered by ’phone the retailer is usually given instructions to send 
choice stock and most of the buyers will refuse to accept the goods if they are too 
unsatisfactory. The extent to which the retailer anticipates the desires of the con- 

9 See for example A. Jannett and M. Williamson, op. at. 
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sumcr in filling ’phone orders is reflected by the fact that three out of four buyers 
reported that they were satisfied with the potatoes the storekeeper puts up for 
them. 10 

Failure to inspect the product may arise from a number of causes. One 
study reports: 

In most stores, bins of potatoes are available from which the customer may, if she 
likes, pick out the potatoes she wants. In the majority of such stores, however, 
employees give the customer little, if any, opportunity actually to select the pur¬ 
chase, although they do in varying degrees attempt to select for the customer 
something approaching the sizes and quality requested . . predominating 

method is one where the clerk selects and weighs the potatoes in the presence of 
the customer. 11 

A considerable amount of inspection can, of course, take place though 
the clerk handles the produce. Widespread desire for personal inspection 
is indicated by many stores’ having to discontinue the handling of packaged 
potatoes, because “customers want to see what they are buying.” 

The personal selection of potatoes appears to have been studied more 
fully than that of any other product. One study reports that the per¬ 
centage of buyers personally inspecting potatoes at time of purchase de¬ 
creases sharply with increase in income: it being 55 per cent where family 
income was less than $15 a week, and 11 per cent where the income was 
$76 per week. (See Table 13.) 


Table 13: Percentage of 1,775 Families Making Personal Selection of Potatoes 
Purchased, by Income Groups* 


FAMILY INCOME 

PER WEEK 

PER cent making 

PERSONAL SELECTION 

$15 or less 

55 

16-25 

43 

26-35 

36 

36-45 

32 

46-55 

26 

56-75 

27 

76 or more 

11 

All 

37 


* Marketing Maine Potatoes, lui. Preliminary Report of Consumer Preference for Potatoes 
in Boston, March 8 to April 6, 1940, Me. Agr. Expt Sta. and Me. Development Commission 
in cooperation with Coop. Res. and Ser. Div., F.C.A., U.SD.A., 1940. 


10 Wise. Res. Bui. 124, p. 14-15. 

11 R. L. Spangler, Retail Trade Practices and Preferences for Latc-crop Potatoes in Chicago 
and Sttbwbs and Quality Analysis for Potatoes Offered for Sale to Consumers, x939-40, U. S. 
Dept of Agr. Marketing Service, mimeo. 1940. 





CHAPTER VII 

EDUCATION OF CONSUMERS 

Expansion of Consumer Education 

Never before has there been greater interest in “consumer education.” In 
school and college curricula are appearing units and whole courses on 
“Consumer-Buying,” “Consumer-Economics,” “Economics of Consump¬ 
tion.” An Institute for Consumer Education established at Stephens College 
in 1938 sponsored the first “National Conference on Consumer Education.” 
The American Home Economics Association, the American Association 
of University Women, and many others have prepared study outlines on 
the subject. 1 Many government bureaus and other divisions play an im¬ 
portant part in disseminating information. 2 Many commercial firms have 
prepared “educational” booklets. Women’s magazines have a great deal 
of advice to offer consumers. Special agencies and publications have ap¬ 
peared whose whole or main effort goes to consumer education; e. g., Con¬ 
sumers’ Research, Consumers’ Union, National Consumer News, Con¬ 
sumers’ Digest, Consumer Education Journal, Consumer Education Service . 
A flood of high-school textbooks and popular books have appeared. 8 Con¬ 
sumer news service broadcasts have been established in some cities, e.g.. 
New York, Cleveland, Boston. Newspapers have “consumer” columns. 

The County Consumer Councils established in 1934 by the Federal Gov¬ 
ernment left, in a few communities, active consumer organizations which 
with the demise of Federal support turned to other agencies, e. g~, the Con¬ 
sumers’ Institute of Massachusetts, the Consumers’ Conference of Greater 
Cincinnati. A Consumer Department established in the State of Michigan 
was abandoned, however, in 1939. 

* See for example A.A.U.W., Scientific Purchasing , 1939; N. C. Allertz and L W. Dye, 
A Course in Consumer Education (Social Science XLI-x), Univ. of Neb., 1938, mimeo.; 
H. Gall, Consumer Economics, Stephens College, Institute of Consumer Economics, mimeo. 
1940. 

2 “The Consumers’ Bookshelf’* presented in Consumerd Guide should prove very useful 
to one preparing materials for course in consumer education. 

* For example, J. Gaer, Consumers All, 1940; H. G. Shields and W. H. Wilson, Consumer 
Economic Problems, 1940; H. A. Tonne, Consumer Education in the Schools; M B Tnlling 
and others. When You Buy, 1938;, A- B. ZuTavem and A. E. Bullock, The Consumer Investi¬ 
gates, 1938; E. Reich, Consumer Goods, 1937. 
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The expansion of consumer education is an important part of the total 
war effort. Plans have been made for local Consumer Information Centers. 
These are to provide a place where consumers may find: 

1. Government pamphlets and other materials relating to consumer problems. 

2. Educational and informational posters, charts, etc., on display. 

3. Someone to whom they may bring complaints of high prices, poor quality or 
inability to secure products, and reports of the effect which the defense pro¬ 
gram is having on their standard of living; and who can advise them as to the 
validity of their complaints and reports to the attention of responsible local, 
State, or Federal officials. 

4. Persons familiar with consumer problems who will advise them on ways to 
meet these problems. 

5. Persons familiar with community resources for consumer protection who will 
direct them to appropriate agencies such as the local weights and measures 
officials. State nutrition committee, or other agency. 

6. Persons familiar with consumer education, able to advise organizations and 
individuals and assist them in developing educational programs. 

7. Such space as may be desired for demonstrations, classes, discussions, commit¬ 
tee meetings to plan consumer defense activities, etc. 

8. Opportunity for democratic participation in local consumer programs. 4 

A Federal consumer agency has also been urged as a means to improved 
consumer education. 

Extent of Courses in Schools 5 

Courses designed to educate consumers exist at many educational levels. 
The varied meaning attached to the phrase “consumer education” makes 
the measurement of these difficult—the majority of courses in home eco¬ 
nomics, for example, might be included under such a heading. Harap in 
1934 collected “material rather specifically devoted to consumption.” At 
that time for the schools studied, he found “not more than two dozen 
courses.” 6 In 1938 the investigation was repeated and 71 courses in “con¬ 
sumption” were reported. 7 

Marshall reports that there are 920 courses in “consumption economics” 
in 451 institutions of higher learning in the United States including Puerto 
Rico and the Philippines. 8 

4 Office of Price Administration, Consumer Division, National Defense Consumer Informa¬ 
tion Centers, Bui. 14, Sept 1941. See also /. H. Ec., May, 1942, pp. 280-7. 

5 For discussion of organizations and content of courses especially at the elementary and 
secondary levels see The Status and Future of Consumer Education, South-Western Publishing 
Co., Monog. 51, 1941. 

6 H. Harap, “Practical Methods of Consumer Education in the Schools,** Business Educa¬ 
tion and the Consumer, Proceedings of the Univ. of Chicago. Conf. on Bus. Education, Monog. 
24* J 934 » P* 103. 

T H. Harap, “Seventy-one Courses in Consumption,*' The School Review, Oct 1938, p. 577. 
8 Alpheus Marshall, “Nine Hundred Twenty Courses in Consumption Economics/' The 
Educational Record, Jan. 1941, p. 27. 
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Subject Matter of Consumer Education 

Consumer education has many aspects. Here we shall consider only 
three, namely, education in (i) choice making, (2) market selection and 
(3) consumer’s stake in public policy and State regulation affecting the 
market system.® 

Choice Maying 

Most basic is that education which is designed to affect consumers’ scales 
of preference. Education affects choices in so far as it influences (1) ends 
in life that people consider to be most important, and (2) ideas concerning 
the usefulness of various goods in meeting these ends. Of the first of these 
Wicksteed says: 

The man who can make his fellows desire more worthily and wisely is doubtless 
performing a higher task than one who enables them more amply to satisfy 
whatever desires they have. 10 

Kyrk 11 in explaining the difference between education in choice making 
and in market selection says: 

The aim of the first is to change, modify or strengthen his [the consumer’s] 
concept of needs, his desires, tastes, and attitudes. The aim of the second is to 
help him gratify his desires, whatever they may be, more economically. The first 
division of the consumer’s education is clearly the more important because the 
very quality of an individual’s or community life is at stake here. The second is 
important also, but in the main only “economic” values are at stake here, which 
may mean possible wastes in buying of several billion dollars annually. On the 
other hand, losses from imperfect education of the first type are noncom- 
mcnsurable. 

People see life in terms of certain ends to be achieved, a certain way of 
living, a healthy vigorous body, palatable, appetizing food, an attractive 

0 Education in the use o£ goods and services is commonly listed as one of the aspects of 
consumer education. It is very intimately tied up with choice making, for obviously wise 
choice is based on a knowledge of the usefulness of an article. There is also the question of 
whether to make or to buy. Here the relative importance of time and energy are very im¬ 
portant. For discussion of this question see M. G. Reid, Economics of Household Production, 
1934 . 

Many matters pertaining to consumer education are outside the scope of this discussion, 
e. g., methods and subject matter to use at the various levels of instruction; the extent to 
which men as well as women should be included in this program; how a program of con¬ 
sumer education might be adapted to urban and rural communities; how to incorporate 
more consumer education in courses now established in curricula. 

10 The Common Sense of Political Economy, vol. 1, p. 123. 

11 Hazel Kyrk, "The Contribution of Home Economics to the Education of the Consumer,** 
paper presented at Conference on Consumer Education in the Schools, 1933. See also Edu» 
codon and Economics, edited by H. F. Clark and B. R. Andrews, Third Yearbook of the 
National Society for the Study of Educational Sociology, 1931. 
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and comfortable home, smart clothing, joy of human intercourse and 
intellectual curiosity. Many different goods may contribute to these ends. 
The hours of the day and the money in one’s purse are limited. Choice 
must be made. The importance of one good in contrast with others is the 
result of a multitude of forces: family tradition, local customs and con¬ 
vention, individual taste, education, income. Consumers may be left to 
acquire for themselves from scattered sources a fuller understanding of 
human development, of ends to seek, means of self-expression, latent talents, 
possible joys in life, and the merits of various goods in meeting certain 
needs. Or an educational program may be planned to inform or to help 
people discover what ends of life hold greatest promise and what goods are 
best. They need to know about music, literature, art, travel, as well as food 
and clothing. 

Education designed to improve and elevate choices is far from simple. 
Science lights the path only a very short way, as for example in partly re¬ 
vealing the relation of food to health, in appraising the importance of 
lighting, ventilation and sanitation of housing, in indicating fit of cloth¬ 
ing which might bring physical injury. Beyond such matters as these the 
answer to what is best, whether “this” is better than “that,” is not so clear- 
cut. Choice making must be taught through appreciation, not through dog¬ 
matic rules. The best teacher is one who is tolerant, who has lived fully, 
who in imagination at least has entered into many situations. A study of 
standards of living has an important contribution to make to choice making. 
In this way other possible ways of living are visualized. People see them¬ 
selves more clearly, become conscious of their motives and the character 
of their choices, and are thus enabled to break away from the tyranny of 
petty customs and convention, to give freer play to their imaginations, 
to glimpse new possibilities in living. Blind conformity gives way to creative 
experimentation. The history of all peoples and descriptions of present 
modes of living in India, China, Denmark, Sweden, and other foreign 
countries, as well as those in different parts of the United States, develop 
broader horizons and enrich choices. There is one danger which should 
perhaps be guarded against. That is the acceptance of the superficial pat¬ 
tern of the scale of living of high-income families, involving the search for 
less expensive imitations on the part of other families. 

The need for education in choice making is increasing. A higher real 
income opens up increased opportunity for improving the quality of living. 
Many changes have been occurring and new customs and habits need to 
be developed. People have been rapidly shifting from country to city, new 
modes of recreation have appeared, the length of the working day has 
tended to decrease, especially that of housekeeping women. As a result of 
these changes much is being heard of education for leisure. It has been 
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given a formal place on many educational programs. The essence of educa¬ 
tion for leisure is choice making, the teaching of new values. But quite 
apart from leisure there are other reasons why education in choice making 
is important. Various scientific discoveries have made us more certain 
than ever before that many customary choices of people are far from best. 
Knowledge brings benefits only when it finds expression in the lives of 
people. New goods are constantly appearing on the market. People need 
help in evaluating these, knowing their possible uses, fitting them into their 
scales of preference. 

Furthermore, education in basic choice making is needed in order to 
offset the effect of advertising. Consciously, deliberately, with steadily in¬ 
creasing scope, many advertisers set out to change consumer preferences. 
They call it consumer education, yet it lacks important characteristics of 
true education. Never before has the market system on such a wide scale, 
by such insidious methods, attempted to shape choices. 

Choice making may be looked at as the setting up of broad aims. 12 There 
are minor details of choice which should receive attention largely because 
consumers in this way can reduce the cost of maintaining a given standard 
of living. Many people righdy point to the waste of consumer purchasing 
power occurring if high-quality food is purchased when a poorer, less 
expensive, quality would serve “the same purpose.” It is, for example, sheer 
waste to buy grade “A” or “B” canned peas for soup, or tender cuts of 
meat for stewing and braising, or to pay a special price for white or brown 
shelled eggs because of imaginary quality differences. Waste occurs if ex¬ 
pensive equipment, rigged out with gadgets, is purchased when simple 
tools would do “equally well”; if products are purchased ready-made when 
they could easily be prepared by the members of the family out of materials 
necessitating a smaller money outlay. Criticisms of this sort are of course 
justified only if the lower priced product is an acceptable substitute. 13 

Marfa Selection 

Much of the interest in this education arises from the belief that con¬ 
sumers might be trained to get more for their money. Again and again 
studies have been quoted revealing choices and practices which are the 

12 Instruction in budgeting and household accounting may be an important part of a 
consumer-education program. These may serve as tools to increase efficiency in choice making. 

18 An interesting example of this type of consumer education occurred in a rural com¬ 
munity in Wyoming. A group of 45 housewives, under the direction of a home demonstration 
agent of the Agricultural Extension Service, planned menus on the basis of the minimum and 
the moderate-cost diets following the diets developed by the U. S. Bureau of Home Eco¬ 
nomics, “Diets to Fit the Family Income.** Records were kept. Families “saved** on an 
average $9.25 in 30 days. Many women welcomed the assurance that their effort to economize 
in no way jeopardized the family nutritional standards. (See Consumers ' Guide, Sept. 30, 
I 937 -) 
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direct outcome of ignorance. Small-scale unspecialized buying will always 
interfere with achieving a high level of competence. Nevertheless, a 
well-planned and executed educational program should achieve much. Sys¬ 
tematic attention to market selection has certainly been a neglected field. 
In many cases consumers need to be made aware of their shortcomings; 
they may need to be shaken out of a rut, to have their eyes opened, to 
possible benefits from increased knowledge as well as different methods 
of selling. 

As indicated in the discussion in earlier chapters, there are no outright 
answers to many questions which arise. The educator must help people 
to examine factors which influence decisions and to get acquainted with 
the market, the services offered, the price differences which exist from 
place to place and time to time, common deceptions as to price, charges 
for services and quality. 

At the present time the most perplexing of all buying problems is that 
of recognizing quality, finding the quality best for a particular use and 
best in view of price. It is on this problem that much of the recent con¬ 
sumer education has concentrated. More than ever before consumers are 
being told about the earmarks of a good product, what to look for and 
what to avoid; they are being informed about simple tests which can be 
made and they are being instructed in the meaning of information given. 
In a few cases they are getting advice as to relative quality of products 
by brand names. Good buymanship is not just a matter of knowing cer¬ 
tain facts, it is a matter of techniques and procedures: preparation before 
setting out to shop, and procedure in the store. Consequendy, a program 
of consumer education includes an analysis of plans for the buying of 
different goods, information to be secured before going to shop, check 
lists to use so that no important items are overlooked. 

Since buying is‘an ever-present problem and practical questions arise 
from day to day, considerable attention in consumer education needs to 
be given to sources of information. To be satisfactory they must be readily 
accessible, easily understood and reliable as a guide. 

Another phase of consumer education in buying is concerned with the 
consumer-retailer relationship: with how shopping and buying practices 
of consumers affect cost, how they affect the kind of service received, how 
consumers might cooperate with the retailer in order to get the particular 
kind of goods wanted and the required information concerning them. 
Consumer-buyers need to weigh carefully the importance of various serv¬ 
ices. In many cases they need to assume more responsibility for telling 
retailers about changes which they would like to see in goods stocked, 
services given, or selling practices followed. 
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Education in Economic Organization 

Consumers are interested in getting their money’s worth in the market. 
Limited knowledge of the market is usually sufficient to reveal clearly 
that they do not reach this goal. As a consequence a very important part 
of a program of consumer education should be devoted to a study of the 
present system of production and marketing, its basic drives, conflicts of 
interest, the automatic and deliberate controls, forces at work making 
prices higher and quality, in some instances, poorer than necessary. Con¬ 
sumers should be acquainted with ways in which the market might be 
improved, and proposed changes which would lessen its efficiency. They 
need to be made aware of the possibilities of consumer cooperatives, the 
advantages which would come from more informative labeling, why it 
has not been increasing more rapidly, the adulteration of goods, the de¬ 
ception and fraud which occur in advertising, labeling, and personal sales¬ 
manship, why present agencies supposedly checking such things are not 
more effective. 

Emphasis in Consumer Education 

Present programs of consumer education tend to emphasize some as¬ 
pects of consumer education more than others. Emphasis has tended to 
fall: (i) where consumers in general are especially conscious of the need 
for certain information, (2) where benefits from increased knowledge are 
likely to accrue immediately rather than in some distant future, (3) where 
benefit comes from individual rather than group action, (4) where the 
information given is relatively simple, involving no high degree of mental 
effort or special training, (5) where people adequately trained and quali¬ 
fied are available for carrying on the program, and (6) where there 
is little or no opposition from commercial interests, either individual 
firms or groups. 

Many factors are responsible for the relative neglect of education focus¬ 
ing on economic organization. 

In the first place, day-to-day buying and using of goods are the im¬ 
mediate problems. Thus instruction in how to get more satisfactory qual¬ 
ity, where and when prices are low, how to make the most of products 
purchased, will practically always find an eager audience, attentive to the 
facts, each member ready to go out to test the advice given. The ad¬ 
vantage of this advice is obvious and direct. In contrast with this, benefits 
from a study of the functioning of the economic system are derived only 
in the long run. Furthermore, the' individual by himself can do little. 
Control must come through group action which must wait on general 
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and widespread interest. In addition, there is more opposition from vested 
interests to this type of education. Educators may be warned that their 
instruction is being frowned upon by members of the school board, that 
complaints are being received from prominent citizens. 

An even greater handicap arises from the fact that the cause and effect 
relationships are very complex. There is greater difficulty in adapting the 
subject matter to the level of the group’s interest and ability. Because of 
this complexity more highly trained teachers are necessary, and at the 
present time competent teachers in this field ar$ scarce. In addition, con¬ 
sumers from time to time are likely to be deluged with conflicting analyses 
and conclusions on controversial issues. They may come to feel that one 
person’s opinion is as good as another’s, or they may rightly conclude 
that one party is lying, without knowing which. The silver-tongued orator 
rather than the teacher may be the one who gets a hearing. 

Because of the complexity of economic problems public-minded con¬ 
sumers should be encouraged to concentrate their efforts on one or two 
problems so that they can get acquainted with the important facts in¬ 
volved. Group discussion of economic policy is necessary both in seeing 
various sides and weighing issues. It would seem, however, that in some 
programs too great importance has been attached to discussion and too 
little importance to knowledge. Panels in public places made up of dis¬ 
cussants having little or no acquaintance with the facts make a mockery 
of the democratic process. 

Unbiased Consumer Education 

Unbiased consumer education I Can it be had? Much so-called bias in 
teaching and “educational” literature is the result of ignorance. Here bias 
will be thought of as the definite effort on the part of special groups to 
shape consumer opinion to their own benefit. Of every agency purport¬ 
ing to advise consumers it is well to ask what interest may exist to sup¬ 
press facts, to color information, so as to create a misleading impression, 
or to disseminate outright falsehoods. 

Vested interests of all kinds in various ways dominate what is taught 
in classes at all levels of instruction. They even interfere at times with a 
general discussion of the importance and benefits arising from free com¬ 
petition, and of measures bringing needed protection to consumers. 

Agencies carrying on consumer education might be classified according 
to source of support. There are commercial firms, giving information free 
or almost free of charge, the cost presumably being met by returns from 
increased sales. Then there are magazines and newspapers deriving in¬ 
come from both advertisers and subscribers. A major group of agencies 
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includes schools, colleges, adult education programs largely supported by 
taxation. And finally consumers, to a very limited extent, pay directly 
for their educational service, as is the case with such organizations as 
Consumers* Research and Consumers’ Union. 

When commercial firms pay the bill it is reasonable to suppose that they 
are first and foremost concerned with their own profits. Unbiased advice 
to consumers is likely to occur only if the interests of the firm and of con¬ 
sumers are identical. The educational value of commodity and brand ad¬ 
vertising will be discussed later. Many so-called educational exhibits and 
booklets of commercial firms are too often thinly veiled selling in¬ 
struments. 

All commercial “educational” programs are not in the same class. Oc¬ 
casionally the interests of the consumer and the firm are identical. Be¬ 
cause of this there is relatively little criticism of the health instruction 
carried on by life insurance companies, although their budget advice is 
likely to over-emphasize the need for insurance in the saving program. 
The Household Finance Corporation bulletins on “Better Buymanship” 
are not concerned with selling a particular product, so are impartial. Ig¬ 
norance of facts and business ethics prevent these bulletins from carry¬ 
ing specific advice by brand names. Nevertheless, they give much helpful 
advice on market selection. Pamphlets prepared by stores, for example, 
those of Sears, Roebuck & Co., with advice on selection of goods, are 
usually much less biased and have more information than do those pre¬ 
pared by manufacturers interested in the sales of a particular brand. 

* Furthermore the educational work of Better Business Bureaus is, for 
the most part, of a very high level. 14 

What of magazines? For many of these advertising is a much more 
important source of income than subscriptions. In addition, advertisers 
are keenly alive to their interests, constantly on the alert to seize every 
opportunity to exalt their products and to increase sales. Editors have be¬ 
come very sensitive to advertisers’ interests. Advertisers, through many 
editorial columns, were, for example, able to denounce many features of 
the Federal Food, Drug, and Cosmetic Act designed to benefit consum¬ 
ers. Editorial columns may be filled with poorly concealed efforts to 
support the claims of advertisers. Much is said of use and care of goods 
after purchase. Special articles dealing with selection of goods are not 
likely to help much in comparing various brands. As a substitute for 
facts glamor and color are provided. Those facts likely to offend advertisers 
may be omitted. Instructions on making soup at home may be dropped. 
In the feature story the charming hostess delights her friends at luncheon 

14 Sec K. B. Backman, “Consumer Education Through Better Business Bureaus,** Har. 
Educational Rev., Oct 1938, pp. 464-74, and pp. 378-9 infra. 
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with delectable mushroom soup prepared by experts, far surpassing any¬ 
thing she could hope to achieve in her own kitchen. 

Schools are by no means free from commercial bias. Some of it is very 
insidious. A major problem with many food, cosmetic, and soap manu¬ 
facturers is how to get their advertising into the schools. In one way or 
another commercial “educational” exhibits and booklets are introduced 
into the classroom. Free samples of cocoa, soap flakes, shortening, and 
other products for each pupil are furnished to the home economics teacher 
on request. The prestige of the school, especially of the home economics 
teacher, who presumably is an expert in quality, is added to the quality 
claim of the brand. 15 

At times more obvious steps are taken to affect education. The U . S. 
Journal of Commerce, January 31,1931, reports that the Nebraska Millers’ 
Association voted unanimously to support the National Food Bureau in 
its efforts to “clear from school textbooks all unfair and scurrilous ref- 
erences to white bread and white flour.” The vote was taken after an 
address by Dr. H. T. Corson of Chicago, manager of the bureau, who 
said 21 States condemn white flour through health booklets and more 
than 70 health books used in the schools of various States “say unkind 
things about white flour and white bread.” If bread made from white 
flour were as wholesome as that made from whole wheat the Millers’ 
Association certainly had a right to complain. In fact, in the interests of 
the public, they should complain. But the basis for the complaint seems 
to be that the statements about white flour were injuring sales and profits. 
A special interest here clamored for the right to exploit consumer ig¬ 
norance. 

In 1934, flour millers, from a very interesting bulletin written by Stie- 
beling and Ward, entitled Diets at Four Levels of Nutritive Content and 
Cost, and published by the U. S. Department of Agriculture, somehow 
got the idea that the nutritive value of cereals was being underrated. They 
managed to have a rider attached to a special appropriation bill of the 
U. S. Department of Agriculture requiring that no person receiving funds 
from the Department should be permitted to say anything derogatory 
about any wholesome food. Such a provision would practically rule out 
any teaching of nutrition. The rider was dropped, but not before a shower 
of telegrams reached Washington protesting against it. 

The U. S. Public Health Service in 1931 brought on itself a flood of 
protest when in a broadcast during hot weather people were advised to 
eat less meat. The Health Service was ordered to have all future broad¬ 
casts submitted to the Secretary of its Department for censorship. Con- 

15 See L. P. Fisher, “Reaching the Child Through the Teacher,” FnnterS Ink Monthly, 
Aug. 1933 , PP* 34 - 35 - 
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sumcrs feel that scientific evidence, not protests from sellers because of 
effect of advice on sales, should be the basis of dietary advice. 

The Consumers’ Counsel, through the Consumers* Guide , carries on 
valuable consumer education bearing on food selection, extent to which 
official grades are used, the need for more informative labeling, the en¬ 
forcement of pure food legislation, the development of and benefits to be 
expected from consumer cooperatives. A bias in favor of agricultural in¬ 
terests is apparent, however, to any but the most naive. The Consumers* 
Guide has in part been used as an organ to influence public opinion in 
favor of the policy of the Agricultural Adjustment Administration. While 
the processing tax was being levied, care was taken to point out the small 
part which the processing tax was of total price increase. In this way the 
Department of Agriculture was able to avoid some unmerited criticisms. 

The New York State Bureau of Markets has recently concentrated on 
a milk campaign to increase sales. This has been paid for by assessments 
upon milk sales. Protests against this program will be lessened by the fact 
that nutritionists agree with farmers that it would be a good thing if more 
milk were consumed. At the same time consumers could get equally sat¬ 
isfactory nutrients from canned milk and its use is in large part restricted 
by ignorance of its food value and way of using. 

New Jersey was the first state whose Department of Agriculture estab¬ 
lished a consumers’ information division. Press releases are sent out and 
monthly bulletins sent to thousands of stores. Leaflets are distributed in 
stores to consumers, and talks and demonstrations given to women’s 
groups. The bias in this service is indicated clearly in a statement made 
by the supervisor of the division: r 

We are endeavoring to bring to the attention of consumers timely information 
regarding nearby produced milk, eggs, fruits, and vegetables. We endeavor to 
present the information in an instructive form with the hope that our suggestions 
will be useful to the housewife in making her purchases. We endeavor to advise 
her what to seek and what to avoid in purchasing the products discussed. At the 
same time, we are frank to say that we are also motivated by a desire to move into 
trade channels New Jersey products and a considerable effort has been made to 
stimulate the consumption of fresh milk. 10 

Positive Contribution of Business to Consumer Education 

Business men have an important role in consumer education. Its pos¬ 
sibilities through advertising, labeling, and a more informed sales force 
have only been dimly perceived. 17 Through joint councils of business 
and consumer leaders the latter, as well as helping business leaders to 

16 Consumers’ Guide, Feb. 10, 1936, p. 

17 See chapters 22 and 26 . 
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understand what consumers want, are able to get a better understanding 
o£ business problems and be more constructive in their suggestions for 
improvement. A plan was, for example, announced in 1940 by the Na¬ 
tional Consumer-Retailer Council for cooperation between consumers 
and local retailers. 18 Mutual education was a major purpose. 

Skepticism of the sales interest of business groups creates a barrier 
against certain proposed education of consumers by business. For ex¬ 
ample: 

Following the Stephens College Conference in April, 1941, some business 
representatives, who are engaged in semi-public relations work, have been busy 
organizing a business-sponsored consumer conference. It would be the object of 
this conference to tell the story of business to school teachers and consumer lead¬ 
ers. At present, no sponsorship for the proposed conference has been secured. 19 


Agencies Rating Consumer Goods 

Three agencies rating consumer goods have been established. Con¬ 
sumers’ Research, the pioneer, was launched in 1929. Consumers’ Union, 
initiated in 1935, attempts to inform consumers about prices and quality 
of goods, and also the labor conditions under which goods have been 
produced. The third agency is Inter-Mountain Consumers’ Service located 
in the city of Denver; and is probably not so well known as the other two. 
In addition to rating products, an attempt is made to enlighten consumers 
concerning the qualities to look for in market selection, to debunk glamour 
advertising, to make consumers conscious of how they may be defrauded 
of their earnings by a market system, which, in quest of profits, may sell 
dangerous products, conceals inferiority, misrepresents quality, and which 
in many other ways makes it difficult for consumers to get their money’s 
worth. 

In evaluating a service presuming to rate market goods, several ques¬ 
tions may well be raised: (1) How reliable are the recommendations? 
Or, to state the question somewhat more fully, were the tests set up in 
such a way as to measure the qualities of the product in which consumers 
arc primarily interested? How adequate are the tests? How completely 
were all important qualities of the product included in the testing? How 
were the various qualities combined in giving a simple “A, B, C” rating? 
Was an adequate number of products included so that the tests give an 
accurate picture of what one is likely to find in such a product? (2) How 
wide a range of products do the ratings cover? (3) How widely sold are 
the brands which are rated ? 


18 See for example Consumer Education Service, Sept. 1940. 

19 Consumer News Digest, fe. 30, 1941. 
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It is perhaps natural that the integrity of Consumers’ Research and 
Consumers’ Union should be questioned by some. To the knowledge of 
the author no evidence of any weight has been presented to support the 
claim, at times made, that brands are put in the recommended lists when 
required “bribes” are paid. Faulty recommendations occur. In some cases 
a choice must be made between making a recommendation on the basis 
of data, obviously inadequate, or making no recommendation at all. In 
many cases the former course is chosen, without however any intent to 
deceive concerning the extent of investigation. 

Consumers’ Research describes its sources of information as follows: 

The technical judgments and recommendations of Consumers’ Research are 
based upon knowledge of its technical staff or experts in touch with it; upon 
the data published by the U. S. Bureau of Standards, American Medical Associa¬ 
tion, and other research and investigating bureaus, associations, or individual 
experts; in proper cases, upon advice from users who made critical observation 
of their experiences with, or possess special knowledge of the product . . and 
upon tests and investigations planned and carried out by CR or for it by com¬ 
petent investigators. 

On the basis of such information as can be secured, products are rated (1) 
A. Recommended, (2) B. Intermediate, and (3) C. Not Recommended. At 
times the product will be rated very high as to quality, but highest recommenda¬ 
tion withheld because of an unduly high price. (Introduction to Consumers 9 
Research, 2.06, May, 1932, p. 8.) 

Tests and investigations, even those made by the rating agency, are at 
times very limited in scope, so that recommendations on the basis of 
them are not very reliable. Tests do not always measure performance 
quality which, after all, is the thing which really matters. A good deal 
of judgment necessarily enters into some final ratings. Services usually are 
most helpful to those who live in the region where the agency is located, 
since many local brands are reported on. 

Some criticisms of the rating services occur: 

(1) Judgment concerning relative merits of commodities is sometimes 
made on the basis of inadequate testing. 

(2) There is a failure at times to make clear the factors taken into 
account in rating a product and the methods used in evaluating qualities. 

(3) Products may be put on the not recommended lists because of 
some minor defect of little consequence to many consumers, for example, 
hand lotion may be rated low because of containing a small amount of 
carbolic acid. 

(4) The agency may step outside the field of rating products and tell 
people what they ought to eat, wear or use. Thus a product may be rated 
low because it has an unusual number of gadgets or candy bars may be 
rated high merely because they have nuts and milk in them. This tend*- 
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cncy probably occurs because of the very apparent need for wiser choices 
as well as more intelligent market selection. 

(5) Considerable attention is given to products which are distincdy in 
the luxury class, for example, liquors and high-priced automobiles, when 
testing might better be expanded in the items purchased by medium- and 
low-income families to whom getting the most for their money is a very 
important matter. However it must be recognized that the majority of 
families using the service have moderate-to-high incomes. 

Testing bureaus have brought real benefits to consumers, not only by 
providing people with some practical help in buying, but also by daring 
to recommend products by brand names, and challenging in no uncertain 
terms the exaggerated claims of many advertisers. The opposition of some 
manufacturers to testing is in part an indication of its merits, and in part 
a legitimate protest against the nature of some ratings. It is hoped that 
as time goes on testing and rating bureaus will cooperate more fully 
and thus make more effective use of facilities. Funds available are lim¬ 
ited. Testing a wide range of consumer goods is a tremendous task. 
Not only must tests be performed, but in many cases methods of test¬ 
ing must also be developed. At present there is some evidence that 
jealousy and suspicion of the integrity of other people and agencies who 
claim to be working for consumers’ interests may prevent some agencies 
from being as effective as they might be. Furthermore, some people sin¬ 
cerely interested in progress and in broad standards of welfare are re¬ 
pelled by the vigor of the denunciations of some business practices which 
at times picture business men in general as thieves and robbers. Continu¬ 
ing concentration on defects to the exclusion of merits may be an un¬ 
wholesome social diet. 

Rating services are used by a relatively small proportion of the total 
population, and those in the moderate rather than the low income group. 
As this group becomes more informed and more articulate they will help 
to bring improvements that will incidentally benefit others. 

For rating services to become more important the fee must be lowered 
so that more fami l ies will use the service. Furthermore, bureaus must 
have a larger income in order to finance a more competent staff and the ex¬ 
tensive equipment which is needed. 

The success of testing agencies has led to pseudo-testing agencies be¬ 
ing established. One of these, “Consumer Bureau of Standards” used for 
its publication the same typography as Consumers' Union Reports , and 
gave the impression that it.was affiliated with the National Bureau of 
Standards of the U. S. Department of Commerce. The Federal Trade 
Commission ordered the agency to cease misrepresentation. From time 
to time trade associations have considered agencies for rating such things 
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as groceries and drugs. Such business groups would find it very difficult 
to establish a belief in their impartiality. 

Research as Basis for a Program of Consumer Education 

The greater the knowledge of consumers’ habits and of what they feel is 
needed for greater efficiency in choice making and market selection, the 
more intelligently can a program of consumer education be planned. 
Throughout earlier chapters repeated reference has been made to studies 
which throw light on consumer motives and practices. Further study of 
motives is particularly important to a program designed to raise choice 
to a higher level. With such knowledge educators will be better able to 
plan their programs and consumers will be better able to understand 
their own choices and be less influenced by the appeals of this group or 
that. Additional facts concerning practices followed or techniques used 
in buying would help to focus the program on matters, discussion of 
which would be most helpful to consumers. A greater knowledge of the 
family members most influential in choice making and most frequendy 
doing the buying would throw light on who should be reached if choice 
making and market selection are to be raised to a higher level. 

Courses designed to educate consumers have had a mushroom growth. 
Further systematic attention needs to be given to suitability of subject 
matter and techniques to various groups and mediums used. 

The use of motion pictures and the radio seems to have been too litde 
explored as an effective means of helping people, on the one hand, not to 
believe the unbelievable and, on the other, to sift out positive guides to 
action from the medley of advice directed toward them. ' 

Educational courses should not only be carefully planned but an at¬ 
tempt should be made to discover their effectiveness. Techniques for such 
investigation are only now being developed. 


Limits to Consumer-Buyer Education 

Improvement in consumer-buyer’s competence will come from better 
acquaintance with products and the market, and also from changing 
merchandising practices so that it is easier to exercise wisdom in deciding 
what and where to buy. Anshen in writing of business responsibilities 
to consumers says: 

The general character of business responsibilities is framed by the simple fact 
that from the initiation of the manufacturing process to the moment of sale to 
ultimate consumers control of merchandise is in the hands of business. ... As 
the general agent of all interested parties, “Business” is forced to the assumption 
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o£ the task of manufacturing and selling merchandise under such conditions that 
consumers know, on a non-technical basis, what they are buying, how it is made, 
how it is to be used for best results, what care must be taken of it, and how and 
where repairs may be effected. There is no reason why consumers should be 
seriously concerned with the allocation of this task as between contributing busi¬ 
ness agencies in production and distribution. It is a business responsibility. 20 

He goes on to say that consumers “are not going to become expert buy¬ 
ers. They may grow shrewder; they will not grow into general experts. 
They may know more, but they will also rely more; and what shrewd¬ 
ness they acquire may serve to inspire the thought that as lambs, they are 
being sheared.” 

Experts point out with convincing evidence that consumers are being 
cheated. Without improvement in the market many types of consumer 
education are bound to produce a negative reaction, to bring a sense of 
frustration. 

20 M. Anshen, “The Prediscovery of the Consumer,” /. Mar\., 5 (1941, Jan.), 248-53. 



CHAPTER VIE 

A GOOD MARKET: DO WE HAVE IT? 

Do we have a good market ? To answer this question we must first decide 
on the earmarks or criteria o£ a good market, and then ask ourselves how 
closely we come to achieving it. 

The appraisal is brief, presenting conclusions which in some measure 
at least are substantiated by facts later presented. The all-over view it is 
hoped will serve to orient the reader to the consumer point-of-view. This 
viewpoint will prevail throughout the later chapters in discussing the 
many functions and practices of the marketing system. 

Consumers want certain goods and services; their quality and cost in 
time and energy as well as money are important. A good market thus has 
several characteristics: 1 

(1) It provides commodities which consumers want and stand ready 
to pay for. 

(2) It provides wide variety from which to choose, without needless 
variety to confuse. 

(3) In it no “harmful” products are offered for sale without taking 
precautions to protect consumers. 

(4) Information is provided about the presence of goods in the market 
and about their relative merits so that comparisons are facilitated. 

(5) There is no pressure to buy. 

(6) Retailing services arc provided for those who want them. 

(7) There is no inefficiency or waste. 

(8) Prices are fair. 

How well does the market measure up to these standards? 

In a competitive system, with consumers free to choose, the market in 
a large measure is literally forced to respond to consumer demand. But 
the system in this respect is far from perfect. The separation of producer 
and consumer has already been commented on. In many ways producers 
atttempt to control demand rather than to follow it. 2 Only when actual 

1 See Hazel Kyrk, Economic Problems of the Family , pp. 443-58. 

* Grace E. Ely, of the Research Bureau for Retail Training, University of Pittsburgh, states: 
“Generally speaking, I do not feel that what the average customer says and how she obviously 
reacts to merchandise is given enough serious attention by the retail sales person. I feel that 
this condition exists because, again generally speaking, the average buyer [store buyer] does 
not signify sufficient interest in what the sales person may have to say.*’ Whose Responsibility 
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purchasing takes place can sellers be absolutely sure o£ the existence of de¬ 
mand. And this occurs only after goods are brought into the market. It is 
not strange that producers in many cases cling to old lines and are re¬ 
luctant to venture into new fields. 

Kyrk in writing of this aspect of our markets says: 

Retailers, manufacturers, and other producers may not always foresee or estimate 
correcdy their chances of profit and a demand therefore goes unsatisfied. The 
availability of goods is dependent upon the ease with which buyers can make 
their preferences known, the alertness of producers to chances of profit, and 
upon their power to make actual demand from the potential demand of a scat¬ 
tered minority group. 8 

In the wide variety of goods available for choice the present market 
rates high. Where fashion is important, the variety available from year to 
year is also very striking. For almost all types of goods, a great variety is 
offered at various price levels. Improved transportation has opened up 
new regions, brought the world, as it were, to our doorstep. From far 
places new goods have been secured. The effect of seasons on food sup¬ 
ply has been largely obliterated. Inventions and technological improve¬ 
ments have brought new goods and variations of the old, and have made 
them available at a wide range of prices. 

Failure to find, in a particular store, the article which is wanted may 
occur for two reasons: (i) the article is not being produced and (2) it 
has not been stocked by the store. The development of mass production 
and mass retailing has decreased the attention given to the demand of 
separate individuals. Profit has come more and more to lie in volume. 
The consumer wanting unusual goods often has to make a special effort 
to acquaint the retailer with his need, to place a special order and to wait 
until the product is delivered. In some cases it may be necessary to pay 
what appears to be a rather high price in order to secure the particular 
article wanted, especially if it has to be made to order. Because of this 
higher price and extra effort, many individuals are willing to accept sub¬ 
stitutes or alternative goods even though these are not just to their liking. 

Criticism that the market lacks variety is likely to come mainly from 
two groups: those in relatively isolated communities who depend largely 
on local markets, and those whose wants are especially unusual. In range 
of goods offered, retail stores in rural communities provide a very differ¬ 
ent array from that of the hundreds of specialized shops in the large city, 
offering what appears to the casual observer an unlimited variety. In¬ 
dividual demand must indeed be unique if there are not within the city 

Is It to Translate Consumer Demand into Merchandise Style?, Symposi um, American Manage¬ 
ment Association, Consumer Marketing Series, no. 5 (1930), p. 37. 

8 Op. at., p. 445. 
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others of similar tastes. With improved transportation providing greater 
opportunity to visit markets in large centers and with the development of 
mail-order facilities complaints of the first group are on the decline. 

The market may however be criticized for providing unnecessary 
variety. Hundreds of brands of a single product are available in the stores 
of large cities, when the qualities important to consumers could be met by 
half a dozen. 

In a “good” market no harmful products are offered for sale, unless, at 
the same time, adequate warning is given consumers of the possible dan¬ 
gers of their use. Certainly harmful products should not masquerade as 
wholesome, safe, and beneficial. Some products may be harmful but with 
“full” knowledge of this fact consumers may still want them. Such may 
be considered the case with tea, coffee, tobacco, alcoholic beverages. As 
long as choice is left free these products will be provided. But consumers 
buy some products in ignorance of the possible danger of their use. 

The presence of harmful products without adequate warning of pos¬ 
sible danger may be the result of ignorance on the part of producers, of an 
effort to keep down cost, or to make the product look more attractive than 
otherwise, or finally of a fear that, were the truth told, sales of the product 
would be greatly checked. 

Because of difficulty of enlightening consumers, and their inability to 
recognize harmful qualities, those with harmful ingredients or construc¬ 
tion serving no useful purpose should be kept off the market. For others 
minimum standards of safety should be set up and harmful products 
really needed should be sold under such conditions that minimum harm 
results. Thus many drugs should be sold only on a doctor’s prescription. 

The Federal Food, Drug and Cosmetic Act of 1938 was a big step 
toward a market with fewer harmful products. Some electrical appliances 
and other commodities, including fluid milk in some communities are 
subject to criticism. 

A good market supplies information concerning available commodities 
so that consumers may know what goods are available, their qualities, 
where, when, and at what prices they are offered. The information pro¬ 
vided should be complete and accurate, and unaccompanied by mislead¬ 
ing statements. At the present time, display, personal salemanship, and 
advertising are the principal media of information. Window and store 
displays are extensively used with the result that consumers can readily 
see for themselves. Clerks are usually willing to display stock even to 
shoppers who say that they are only “looking.” Stores in this way gener¬ 
ously provide information. Much advertising in magazines, newspapers, 
posters, and radios is devoted to announcements that goods are available; 
it includes some general information concerning varieties, size, and color, 
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and general construction. As far as it goes the information in advertising 
is, apart from claims, fairly accurate, that is, there is little outright false¬ 
hood. Some fraud and misrepresentation and misleading claims are pres¬ 
ent, and for some types of goods, this is serious. The major defect in the 
information concerning goods in the market is, however, its incomplete¬ 
ness. 

In a good market buyers can readily recognize qualities of goods and 
thus have a basis for judging which product is best for a specific purpose 
and best in view of price and best among the substitutes available. The 
market is however greatly lacking in adequate guides. Instead of facts 
being given, commodities are clothed with glamor and consumers are 
flooded with irrelevant and misleading statements. Much of the present 
discussion of the consumer’s problem in the market relates to just this 
thing. The introduction of informative labeling permitting evaluation of 
relative merits of qualities of goods offered for sale is considered essential. 

Other types of information are also incomplete or confused, e.g. 
quantity in pounds, quarts, etc. Price systems are used, premiums, loss 
leaders, and other devices that interfere with informed comparisons. 

Pressure to buy is an outstanding characteristic of sales methods. In¬ 
sistence that various products are needed, that only through their use 
will consumer have a satisfactory life, is common. 

Those who like to have their choices directed; who like to be told 
what is best, even though the one giving the advice is very far from 
being interested in their welfare; who feel that aggressive selling shakes 
them out of old habits and opens up new experiences, and increases their 
enjoyment of goods purchased, may rate this pressure to buy as a good 
feature. But many consumers long for a system free from pressure to 
buy and especially free from attempts to create a desire for goods on the 
basis of emulation—“keeping up with the Jones’s.” Especially irritating to 
many is the hourly intrusion of advertising by every possible medium. 

Retailing services as well as goods are wanted. The good market rates 
especially high in services which save time and energy. In neighborhood 
stores, groceries and other goods may be secured at short notice with little 
effort. In the shopping districts are assembled a great variety of specialized 
stores so that inspection of a wide range of goods can be rather quickly 
made. Telephone and mail orders are time-savers used by many. Provision 
of information as to quality is another service, now far from adequate, 
which would save time and energy. 

To be satisfactory the market should make services available to those 
who want and use them, without forcing other customers to pay for 
them. This arrangement exists, in that some stores do not provide certain 
services. If, however, one patronizes a store offering special services one 
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usually has to pay for them whether used or not. This practice has certain 
disadvantages for consumers who are willing to forgo certain services 
offered. For some products, such as fluid milk, market agents have been 
very reluctant to offer the product without the high-cost service. 

A high level of efficiency in the performance of the various functions 
is also a criterion of a good market. The greater the efficiency the greater 
the volume of goods made available. It is very difficult at this stage of our 
discussion to evaluate efficiency. The high cost of marketing and the rela¬ 
tively large part of the consumer’s dollar absorbed for the purpose sug¬ 
gest to many that there may be a good deal of waste. In any case the 
consumer is interested in all improvements that will bring down the cost 
at every point in the process, and there is no doubt that waste occurs at 
many points. 

The final criterion of a good market relates to price. To some consum¬ 
ers the market may be rated unsatisfactory if the price is higher than they 
can afford. The best that consumers as a whole can ask is that prices be 
“fair.” They do not want to pay more than is necessary to ensure a con¬ 
tinuous supply of the commodity in the market. 

We must briefly explain “fair” price as here used. Some people are in¬ 
clined to say that consumers want low prices, not fair prices. But low 
price for one product may not be in line with consumers’ interest if it is 
accompanied by “high” prices at another point. Low prices for one or 
more products may occur because an undue quantity of labor and other 
productive resources is being used in producing them. A condition of 
oversupply exists. Consumers’ needs would be better met if production of 
them were contracted somewhat and production of something else ex¬ 
panded. A satisfactory economic system must use resources fully, and a 
market system that functions well is efficient not only in getting goods to 
consumers from producers, but in bringing price adjustments between 
products that reflect consumer preferences and the cost of making them 
available. 

Competition has always been the consumers’ main assurance that prices 
were fair, but it has never been perfect Ignorance has always served to 
check it. Monopolies and various practices, including agreements among 
competing enterprises as to price and output, also occur. Patents, copy¬ 
rights, and other control devices are, however, quite important to many 
manufacturers. Many measures of control affecting marketing, which 
were temporarily legalized by the NJIA. and the AAA., and many 
promoted by trade associations, are opposed to consumer interests. Recent 
legalization of resale price maintenance is looked upon by some as a threat 
against “fair” prices. 

In spite of the complexity of the economic system there are some simple 
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things which, if securely grasped, will help people to orient themselves to 
various issues which arise, will in some measure prevent their being swept 
away by the propaganda of small groups trying to arouse public sentiment 
in their favor. Shorter hours for all workers, fewer factories busy, fertile 
land lying idle merely to maintain prices, will never result in society as a 
whole being better fed, better clothed, better housed, having all the com¬ 
forts and luxuries which might be enjoyed, although certain restrictions 
imposed may bring benefits to some groups. Consumers at the present 
time are the prey of special groups each seeking its own interest. As a 
result, there are many deliberately created barriers which prevent the full 
utilization of productive power. One fact should be clear and uppermost 
in consumer minds. Anything that decreases efficiency, that prevents in 
any way the full utilization of productive resources, to that extent raises 
prices and lowers the quantity of goods of consumers as a whole. 

A recognition of the difference between a narrow private and the broad 
public interest is essential. Private interests are concerned with a higher 
and higher income for themselves, and more and more power for par¬ 
ticular individuals or groups. In contrast with these public interest is 
concerned with maximum real income and making fullest use of produc¬ 
tive resources. 4 When it is a question of individual or special groups 
versus broad social interest, the latter should be paramount. The gospel 
that prosperity can be achieved by scarcity may be true for groups selling 
the product being restricted, but it is woefully false from the standpoint 
of consumers. 

With these criteria in mind we shall turn to the market system and 
examine the various functions to be performed, noting good features and 
defects. Consumers in their efforts to improve the market may act in¬ 
dividually and in groups. Group action may be made effective through 
cooperatives and through legislation. All of these will be considered in the 
discussion of markets which follows. 

4 The ends desired by society may be something more than the maximum stock of economic 
goods. It may, for example, desire to maintain a large number of small businesses merely 
because of the initiative and spirit of independence which such a condition inculcates in its 
citizens. To mainta i n such business it may be necessary to handicap the more efficient methods 
and pay the cost of the less efficient methods in carrying on certain activities. This is worth 
while only if the benefits other than goods are enough to offset the losses arising from the 
inefficiency. 
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CHAPTER IX 

MARKET ORGANIZATION AND CONTROL 1 

Geographic specialization, distance between producers and consumers, 
means of transportation, type of goods handled, whether staple or perish¬ 
able, style or non-style, method and scale of production, commercial enter¬ 
prises already established, ideas concerning merits of individual initiative 
in contrast with group action, laws which regulate type of organization 
and marketing practices, services rendered by State and local govern¬ 
ments, and a whole host of other elements are important in shaping the 
market system. During recent years the main factors bringing about a 
change have been inventions affecting productive techniques, improve¬ 
ment in transportation facilities, and other means of communication in¬ 
cluding the radio and color printing, and increase in style goods. New 
types of business enterprise have developed. Far indeed have we moved 
from the simple shop with work bench and sales in close proximity, where 
many goods sold were made to order. The past century has tom open 
isolated communities and flung them together in a maze of markets, 
brought in a multitude of new goods, and wrought many changes in 
functions to be performed and in activities carried on by various agencies. 

Producers, Marketing Agents, Consumers 

Markets constitute a pivot around which most economic activity turns. 
Producers 2 whose major economic contribution to society lies in manu¬ 
facturing, mining, lumbering, cultivating the soil, planting, caring for 
animals, turn to markets as an outlet for their goods, a place where they 
can reap the fruits of their labor and where they can purchase raw mate¬ 
rials, supplies and equipment needed in carrying on production. Con¬ 
sumers turn to it as a source of goods for use. Between these two groups, 
producers and consumers, and also between various producers, are those 

1 For a discussion of control see J. M. Clark, Social Control of Business , 1939. 

2 The practice common in most books on marketing is followed. The term production is 
used in its narrow meaning as the process of creating form and substance utility. Producers 
thus are those engaged in the genetic and extractive industries and in manufacturing. 
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whose main business is marketing. To them the performance of service is 
a source of income. The producer may feel that the marketing agent is 
taking more than his share of the price which the final consumer pays. 
The consumer, in turn, may feel that either the producer or the marketing 
agent, or both, are charging too much for their services, or that they are 
providing very inferior goods. These three rather different interests must* 
be borne in mind. 


How Far Shall Each Go? 

No legal barriers exist forbidding anyone from entering the business 
of buying and selling or from performing other marketing processes. Any 
person or group is free to carry on any or all marketing processes. Busi¬ 
nesses engaged in marketing are of many types. Some are large, others are 
small. Some are highly specialized and others attempt to perform many 
functions and sell a great variety of goods. There are corporations and 
cooperatives. 

Neither the producer nor the consumer can escape some share in the 
marketing process. In following his own self-interest, however, the ques¬ 
tion arises of how far each should go. The cost of various methods is 
an important factor. Semi-manufactured goods often pass directly from 
one factory to another without any intervening sales agency. Purchasing 
by institutions is commonly carried on in this way. Farmers and others 
sell products direcdy to consumers living close at hand. Conspicuous in 
marketing are the activities of manufacturers who operate on a large scale. 
As buyers anxious to secure a constant flow and a large volume of raw 
materials of a certain quality manufacturers may depend on commis¬ 
sion men, brokers, wholesalers, or they may set up a buying department 
and send their own agents, often far afield even to foreign countries, in 
order to be assured that necessary raw materials will be forthcoming. 

As sellers, these same manufacturers may establish sales offices and 
branch warehouses in main cities throughout the country, have their own 
trucking system, carry on extensive sales campaigns, and even go so far as 
to operate a chain of retail stores in which their products are sold. Atten¬ 
tion to marketing is given in an effort to increase volume of sales, to get 
an increased total profit, and to get greater control than otherwise possi¬ 
ble over consumer demand and over channels of distribution. 

Small scale producers cannot individually afford to go far in the process 
of selling their products. They can and do, however, combine and act 
as a group. This is done to quite an extent, especially in the initial stages 
of marketing farm products. 

To a limited extent consumers have recognized possible benefits of 
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group action, from having an organization in which profits go to cus¬ 
tomers rather than to capital. 

The major part of marketing, however, is carried on by those whose 
chief concern lies in the income to be derived from buying, selling, stor¬ 
ing, transporting, and other activities performed in getting goods to final 
users. This type of specialization brings certain economies. 

For each enterprise profit tends to be the guide. Competition among 
various agencies is relied on to protect the interest of producers whose 
goods move into the market to be bought, sold, and handled by agents 
seeking maximum income through their performance of marketing 
services. In this way the interest of consumers is also presumed to be 
protected. The effectiveness of competition in its role of protector of the 
consumer is a matter to which considerable attention must later be given. 

Trade Associations 8 

Consumers looking at the market system are most aware of the exist¬ 
ence of separate firms actually selling goods. But to see the marketing 
organization in its entirety, especially influences having an important 
effect on policies and practices, it is necessary to look beyond the individ¬ 
ual entrepreneur. Individual firms do not stand alone. Business men with 
common interests are usually organized in trade associations. In 1935 
there were in the United States 1,505 active national and regional trade 
associations and many more local and State associations. Associations vary 
greatly in strength, and have many patterns. In one may be associated 
only those carrying on a common activity, for example, storage or retail¬ 
ing; in another may be manufacturers, wholesalers and retailers of a 
particular commodity. 

Trade associations occupy a place of considerable importance, espe¬ 
cially for the firms which operate on a small scale. They deal with prob¬ 
lems common to the industry or type of business which they represent. 
Among these marketing problems rate high. This is true not only for an 
association such as the National Retail Grocers’ Association whose mem¬ 
bers are marketing agents, but also the National Canners* Association, for 
example, whose members are primarily engaged in manufacturing. Many 
activities are carried on and matters dealt with. Activities, the cost of 
which would be prohibitive for an individual firm, are often undertaken 
by associations. A good deal of effort goes to studying methods and prac¬ 
tices which may lead to reduction of cost. The gathering, analysing, and 

8 For a detailed discussion of trade association activities see Trade Association Activities, 
U. S. Bur. of For. and Dom. Com., Dorn. Com. Scr., no. 20 (1927); Temporary National 
Economic Committee, Trade Association Survey, Monog. 18, 1941, especially ch. 2; B. S. Kirsh, 
Trade Associations in Law and Business, 1938; U. S. Bur. of For. and Dom. Com., Industrial 
Series no. 3, 1942. 
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interpreting of market news are very important. Part of this news is sup¬ 
plied by the members, e.g., facts concerning unfilled orders, stocks on 
hand, prices paid and received, information concerning purchasers who 
pay their bills promptly and thus are good credit risks. Advertising de¬ 
signed to increase demand for a product or type of service rather than to 
increase the demand for a particular brand is initiated and financed by 
trade associations. 

Standardization of products and informative labeling have lately oc¬ 
cupied a good deal of attention. Efforts in some cases are made to keep 
distinctly poor quality off the market. Consumers unable to distinguish 
the good from the bad might become dissatisfied with the product in 
general, and shift over to a competing commodity. The Portland Cement 
Association, for example, refuses to admit to membership any manufac¬ 
turer who will not guarantee that his cement meets the specifications set 
up by the Association. 

Very important in many cases is the checking of competition between 
members. This may take the form of laying down rules, for example, the 
credit to be given without extra charge, time of closing stores, number of 
deliveries to be made during any day. If all the members abide by rules 
laid down, service competition is checked which, if allowed to continue, 
might not only lower the profits of individual firms but increase the cost 
level and hence prices to consumers. The attempt to check competition at 
times goes much further than this. A minimum price may be set although 
action is more commonly confined to a vigorous discouragement of price 
cutting. In a few cases an association may allot territories to different 
groups and in this way greatly restrict competition. Trade association 
action of this type is liable to be declared illegal under the Sherman Anti¬ 
trust Law. 

Trade associations represent their members in legislation. Tariffs, truth- 
in-advertising laws, mandatory standards, appropriation for Government 
bureaus or commissions whose work relates to marketing, are carefully 
scrutinized and pressure brought to bear on legislators in an effort to get 
the kind of action which is thought to serve the group best. Trade associa¬ 
tions are thus the origin of many powerful lobbies affecting proposed 
bills and the enforcement of existing laws. 

The future power and importance of trade associations is a matter of 
considerable interest. Much is being said of self-government in industry. 
Are decisions as to policy and method to pass, to an increasing extent, 
from individual firms to an association which looks at questions from the 
point of view of the industry, or at least that part of the industry which 
happens to dominate the policy of the association? If so, what effect will 
this have on future efficiency in the broad social sense of making fullest 
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use of productive resources? The power and prestige of associations have 
been increasing. We will again and again have occasion to consider their 
activities. 


The State and the Market 4 

In this sketch of the market system it is necessary to note the place oc¬ 
cupied by the State—Federal, State and municipal governments each play 
a very important part. In the first place, it sets the legal framework within 
which business is carried on, providing the rules of the game and at 
least a few referees. The courts as well as legislative bodies have a part in 
saying what the rules shall be. Rules are enacted, but the United States 
Supreme Court is the ultimate judge of whether the rule may be enforced. 
An analysis of decisions of the United States Supreme Court affecting 
business is a separate study. It will have to suffice here to point out that 
the Court passes on the constitutionality of laws, that is, whether they are 
within the power of the bodies enacting them. To have a law declared 
constitutional does not mean that the Supreme Court considers that its 
enforcement will contribute to welfare. 

State activities of several types are going to be considered in the discus¬ 
sion of marketing: (i) Regulatory action that takes the form of things 
which must or must not be done. Minimum sanitary standards, for ex¬ 
ample, must be met in the production and marketing of milk; railways 
are required to base their charges on rates established by the Interstate 
Commerce Commission appointed by the Federal Government. On the 
other side, combinations in restraint of trade, the sale of adulterated food, 
the use of false labeling and advertising, are forbidden. (2) Permissive 
legislation is enacted to encourage, for example, the development of co¬ 
operatives, the grading of products. (3) The performance of important 
services, such as providing certain credit and storage facilities, carrying 
on research, supplying market news, analysing the quality of goods and 
supplying information revealing their respective merits, and providing a 
public market place, or inspectors to grade products. (4) The maintenance 
of certain price levels of some commodities as some agricultural products. 
(5) The responsibility for marketing some products, such as occurs under 
the Surplus Marketing Administration when it buys and ships produce 
to communities for free distribution to eligible families. 

State action functions under legislative and executive rules, through 
officials and administrative bodies—sometimes having broad powers— 
subject to corrective checking by the courts. 

The Federal Trade Commission, established in 1914, is an important 
part of the machinery for Government control of industry. Its two main 

4 “State,’* as the term is used here, refers to all government bodies. 
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functions arc to prevent unfair competition and to make investigations 
which would be the basis of corrective legislation. The latter function has 
proved to be very important. In checking unfair competition the Com¬ 
mission has to a large extent cooperated with the trade associations, work¬ 
ing largely through Trade Practice Conferences. At these “industry codes** 
are formulated which enumerate practices looked upon as unfair. These 
codes are useful in shaping the policy of the Commission, any action 
taken, however, being subject to review by the Courts. 

The prohibition of agreements in restraint of trade, enforced by the 
Antitrust Division of the Department of Justice, has an important bearing 
on many marketing functions to be discussed. 

In understanding State action, conflicts of interest, already pointed out, 
must be kept in mind; those between consumers and all sellers, and those 
among various competitors in quest of profits. The State, which many 
people think of as symbolizing the people as a whole, should ideally be 
concerned first and foremost with welfare in the broadest sense. This ideal 
is far from being realized. State regulations passed and services rendered 
clearly reveal the power of small groups in our economic system. Con¬ 
sumers have been inarticulate, for the most part unorganized, and in 
many instances totally unaware of how their % interest is affected by many 
bills proposed by legislative bodies. Their interest has in many instances 
been overlooked entirely, or extolled if and when it was in accord with 
the interest of some powerful commercial group. When feebly presented 
the consumer interest has often been submerged in the deluge of testimony 
poured forth by organized business. Important suggestions have been set 
aside as unimportant, and proposed innovations, minor though they often 
are, have been overruled as radical. The present tendency toward an in¬ 
crease in State regulation and the possibility of further services being 
rendered by the State make it imperative to weigh carefully the possi¬ 
bility of such action’s serving general welfare. 

In summing up present market organization and control several things 
stand out: 

(1) A great deal of freedom of enterprise prevails. For the most part 
a person or group is free to perform any function in the process of pro¬ 
duction and marketing. 

(2) Anticipated profit is the guide. 

(3) A great deal of combination and agreement among competing 
groups occurs but on the whole this does not extend to price agreements. 

(4) Tta State has come to play an important and ever-increasing role 
in the market and is likely on many occasions to be influenced by special 
pressure groups rather than to act clearly in the interest of general welfare. 



CHAPTER X 

MARKETING FUNCTIONS 


The present marketing system is a direct outcome of certain areas spe¬ 
cializing in the production of fruits, vegetables, cotton, corn, clothing or 
some other product; of giant factories replacing small community shops, 
where with simple tools goods were formerly manufactured; and of 
people living in great cities far from sources of basic raw materials. Ex¬ 
change and specialization go hand in hand, and markets provide the 
channels through which goods flow from makers to users. Without an 
elaborate system of exchange and a means of physical transfer of goods, 
mass production and specialization of territories and of workers would not 
occur, and people would live and work close to sources of supplies or raw 
materials used. 

Marketing is one of the steps in making goods available. Were it not 
for our elaborate marketing facilities agriculture and manufacturing 
would be very different. This simple fact needs emphasis because some 
people are prone to think that agriculture, manufacturing and certain 
other industries—such as lumbering and mining—in some mysterious way 
render more important functions in society than does marketing. They 
fail to recognize the importance of services performed by middlemen; 
some people, in fact, go so far as to infer, perhaps unintentionally, that 
middlemen are often little better than highway robbers, who levy high 
charges and render little or no service in return. This idea probably arises 
from the fact that manufacturers and farmers, for example, change the 
form of the commodity, ot, in the terms of the economist, they create 
substance and form utility. What they do is thereby quite conspicuous. 
The marketing system effects no such change in commodities. Retailers, 
wholesalers, and other market agencies merely transport, store, buy, and 
sell goods so that finally they reach consumers. Marketing services, even 
though they do not change the form of goods, are yet indispensable. Ap¬ 
ples in the State of Washington may be crisp, lovely to look at, delicious 
in flavor, beautifully packed, but they are of no use to a consumer living 
in Missouri. The latest model from a New York dressmaker is not yet 
ready for the consumer living in Cleveland, Ohio, who has neither time 
nor money for a trip East. In our economic system the functions of creat¬ 
ing time, place and possession utilities are exceedingly important. 

123 
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The purpose in this chapter is to discuss important functions of market¬ 
ing in order to get an appreciation of the processes to be performed. 
Attention will be given to controls operating and improvements needed. 

Functions to be Performed 

In the process of marketing certain functions have to be performed. To 
be socially necessary, an activity must be an essential part of making goods 
available at the place and time desired by consumers. The nature of 
marketing, the reason for the development of certain agencies and the 
incurring of various costs, can best be appreciated by examining the 
major functions to be performed. Four major groups of functions are 
noted here: those related to (i) exchange, (2) information, (3) physical 
supply and (4) general business. 

Marketing Functions 1 


A. Exchange 

1. Merchandising 

2. Selling 

3. Buying 

4. Price setting 

B. Information 

5. Market news and information 

6. Grading and description of products 

C. Physical Supply 

7. Transportation 

8. Storage 

D. General Business 

9. Financing 

10. Risk taking. 

To these functions others relating to limited types of goods might also 
be added, for example, breaking bulk, installing and servicing equipment, 
such as electric refrigerators and vacuum cleaners, and remodeling ready- 
to-wear clothing. The latter is especially important in stores handling 
women’s clothing. A further discussion of major functions is necessary in 
order to visualize clearly the nature of activities performed. 

1 The functions listed here are far from exhaustive nor are they mutually exclusive. It is 
felt, however, that their examination is sufficient to provide an appreciation of the market 
system. For further discussion of functions see F. E. Clark, Principles of Marketing, 193a; 
P. D. Converse, Elements of Marketing, 1931; F. W. Ryan, “Functional Elements of Market 
Distribution,” Har. Bus. Rev., vol. XTQ (1935), 205-04; F. E. Clark and L. D. H. Weld, 
Marketing Agricultural Products, 193 a, especially chs. H and X-XIV. 



MARKETING FUNCTIONS 


125 


Merchandising 

Merchandising has been defined as “The adjustment of merchandise 
produced or offered for sale to consumer demand.” 2 It is also described 
as product planning. Strictly speaking, much of it is a part of production 
and not marketing. The inclusion of it as a marketing function serves to 
emphasize the fact that marketing problems are to a large extent solved 
if the right product is provided. In chapter II it was pointed out that 
business groups study consumers not only to discover how to market 
products but also what changes to make in their qualities. That discussion 
will suffice for our consideration of certain merchandising problems. 

Buying in order to have a product that sells readily, provision of suita¬ 
ble but not unnecessary variety, as well as grading and packaging are at 
times included in merchandising. 3 In this book, buying and grading arc 
discussed as separate functions. 

In recent years, packaging has received much attention. 4 It offers pos¬ 
sibilities for description that have so far been explored to only a limited 
extent. It has been criticized by some as introducing unnecessary expenses 
and as being used as a means of deception. 

To an increasing extent during recent years, merchants and manufac¬ 
turers have been studying various products with a view to reducing un¬ 
necessary variety of sizes, dimensions, and types both of products and 
containers. In this they have been assisted by the Division of Simplified 
Practice established in 1921 in the U. S. Bureau of Standards. It has 
worked in cooperation with trade associations. The reduction of “un¬ 
necessary” variety is commonly described as simplification. Much of this 
work has been in the field of producers’ goods, a few consumer goods 
have however been included. For example, through recommendations of 
this division, sizes of bed springs and mattresses have been reduced from 
78 to 4, of milk botdes from 49 to 4, of bed blankets from 78 to 12, of 
rough and smooth face brick from 75 to 2. 5 

Many individual manufacturers and stores have also analysed their 
sales. A dry goods merchant carried 26 different brands of hosiery in his 
women’s and children’s hosiery department. Yet the store was losing 53 
per cent of its customers chiefly because the size wanted was not in stock. 
To remedy this, 6 brands were selected as the merchant’s simplified line. 
He increased his inventory in these 6 by 34 per cent, and thus reduced his 
total inventory 48 per cent. His turnover increased from 1.6 with the 26 

2 "NAMT Definitions Committee,” Nat. Marketing Rep., vol. 1, no. 1. 

8 See, for example, R. S. Alexander and others, Marketing, 1940, p 120. 

* See, for example, A. W. Frey, Manufacturer/ Product, Package, and Price Policies, 1940. 

5 See Simplified Practice, What it ts and What it Offers, U. S. Bur. of Standards, 1929, 
pp. 28-35. 
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brands to 6.4 with but 6 brands, his sales volume increased 113 per cent 
and his lost sales dropped to 23 per cent. 6 

Such simplification holds certain advantages for consumers. If a retailer 
has analysed his stock carefully less shopping from store to store may be nec¬ 
essary. A smaller variety reduces time spent in getting acquainted with the 
market. The likelihood of getting wrong size may be reduced. There is 
less difficulty in securing proper size in cases where interchangeability of 
parts is important. Through its effect on cost, simplification tends to re¬ 
duce price. Costs are lessened following a reduction in variety, because 
manufacturers making a smaller number of lines can, as a rule, utilize 
equipment more fully; stock turn tends to increase, 7 and there is less 
stock depreciation. Since all sellers are better able to foresee the need in 
any one line, risks are reduced. 

Consumers stand to lose by this policy of simplification if important 
varieties are eliminated. In order to keep down cost a London cooperative 
society gready reduced the variety of breads made. It later found it neces¬ 
sary to restore some of the varieties. 8 The U. S. Bureau of Standards ad¬ 
vises stores to strive for “the ‘happy medium’ between excessive variety 
with all its attendant wastes, and variety so limited that it ceases to at¬ 
tract customers.” The consumer with unusual or unique demand may, 
because of this reduction, find it impossible to obtain the exact goods he 
wants. Only by special order can his need be met. He may have to pay 
extra for this, but the economies of mass production and mass selling 
should be made available to those who find standard goods satisfactory. 

Regulation of variety is a characteristic of a war economy. American 
consumers in 1941 began to hear much about unnecessary variety in tire 
treads and types of tires that wasted rubber in other ways. In 1942 atten¬ 
tion turned to eliminating small-sized cans that used a relatively large 
quantity of tin, the elimination of many types of domestic stoves, and of 
styles of clothing taking a relatively large quantity of fabric. 

Selling 

If and when the buyer takes the initiative, and goes in search of the 
seller, selling as a function becomes of minor importance. Somebody must 
make the necessary connection. If the buyer does not do it then the seller 
must. Consumer buyers are inactive; as a result, those who sell to them 
are very aggressive, seeking their patronage in many ways. In fact selling 
often appears as the most outstanding task in marketing. To the seller, 

6 Ibid., p. 51. 

7 See pp. 145-6 infra . 

* President’s Committee, Report of Inquiry on CoSperative Enterprise in Europe in 1937. 
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everything leads up to this culminating activity. In order to increase sales 
the retailer becomes concerned with the location of his store, the window 
display, the layout of selling units, the color and design of furnishings, the 
selection and training of clerks, the free services offered, the variety of 
goods stocked, the atmosphere created. Reputation is sold as well as physi¬ 
cal goods. 

If the retailer acted only as the buying agent of consumers then his 
function as a seller would be merely to notify them that goods were 
available, to provide a place where they could be inspected, and to nego¬ 
tiate terms of sale. In turn the manufacturer would produce only goods 
which were known to be wanted. Retailers and other sellers for the 
most part are not, however, so passive in their selling as to confine their 
sales efforts merely to telling consumers that goods are available, al¬ 
though for some goods and also some stores there is very little sales effort. 
In order to increase their profit many sellers carry on extensive programs 
of demand creation. 0 

Several conditions are responsible for this. For one thing, consumers do 
not notify sellers in advance what kind and quantity of goods are wanted. 
They expect the goods to be available when wanted. The manufacturer 
and other producers base their production, and the retailer and other 
sellers base their buying, on past sales and many other factors. It is 
rather a fumbling, blundering process. Using what information they can 
get, producers and various market agents go ahead in their business of 
making goods available. At the same time they attempt to make con¬ 
sumers want what is being brought into the market; thus aggressive 
selling to a large extent occurs because sellers have to resort to guessing 
what kind and quantity of goods are wanted. 

With consumer demand subject to change, with competition rampant 
between substitute goods and among many stores, successful selling is not 
a simple matter. In some cases buying and sales programs are based on 
an extensive as well as an intensive analysis of the market to discover 
possible buyers or users of goods to be sold, and their likes and dislikes. 
Study, constant study, of the market must be made. To be the first to 
recognize a shifting of demand, to be aware of a new trend, may result 
in thousands, even millions of dollars extra profit. Sales efforts are more 
effective if they recognize consumer preference. The batde of selling is 
more than half won if the seller discovers, before buying, the preference 
of consumers for whom the goods are intended. 

9 Advertising is carried on at almost all points in the marketing process wherever there is 
transfer of title. In addition, other agencies which share in marketing activity, advertise their 
services. 
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Buying 

All buyers, whether a woman purchasing for her family, a retailer buy¬ 
ing from a wholesaler or a manufacturer, or a country buyer of cattle, 
have activities in common. Each must consider the needs and demands 
of the group for whom the goods are intended. Just as the housewife 
must decide what should be purchased to meet family needs, so the re¬ 
tailer and others must weigh the probable demand of those whom they 
serve. In many cases this demand must be anticipated in advance since 
goods must usually be available on short notice. Buying for the purpose 
of reselling entails an analysis of past sales, a study of trends and possible 
changes in taste, a consideration of the probable income of people in the 
community at the time goods are offered for sale, and decisions concern¬ 
ing sales campaigns to be conducted. On the basis of these and other 
factors the buyer decides what to buy—the kind, quantity, and quality. 

With tentative decisions regarding these matters the buyer investigates 
possible places where he might make the purchases desired, and weighs the 
relative merits of goods offered by various sellers. Finding those which 
appear fairly satisfactory, he carefully examines them and makes what 
tests and investigation he considers are possible and worth while. In 
some cases extensive research is carried on. This is most likely to occur if 
the seller assumes responsibility for the quality of the product, as for 
example when a money-back guarantee is given, and if the volume of 
goods handled is very large. Having found satisfactory goods, the buyer 
proceeds to negotiate with the seller concerning terms of sale, time of 
payment, services to be given by the seller, date of delivery and other mat¬ 
ters. Negotiation concerning price of goods and services to be included is 
common in wholesale buying, in fact in all markets other than retail. In 
retail stores the seller usually takes the initiative in price setting, while 
the buyer registers his approval or disapproval through the quantity he 
purchases. Only in a few cases is there higgling about price. 

The larger the scale of buying, the more active is the buyer in seeking 
sources where goods may be procured, the longer he will search for 
suitable quality, and the more actively he will bargain concerning price. 
After deciding what goods are wanted, large-scale buyers, through a set 
of specifications, may describe goods in detail, and may then set out to 
bargain with manufacturers. Such buying procedure is at times followed 
by large-scale retailers, for example chain and department stores. Manu¬ 
facturers often buy semi-manufactured goods in this way. Giving all one’s 
time to buying, or specializing in a limited number of products, like 
women’s sport dresses, instead of in all lines of ready-to-wear, is likely also 
to bring increased efficiency. More attention can thus be given to chang- 
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ing demand, possible sources of supplies, and discovery of products 
desired. 


Price Setting 

Only a few broad aspects of price setting need be mentioned here. 
Price setting is largely determined by competitive bidding on the one 
hand and on the other by custom and the controls exercised by some firms 
or groups of firms in a position to set prices or influence supply. Prices in 
various stages of the marketing process and different markets are linked 
together by a system of margins. 10 The country buyer of eggs, for exam¬ 
ple, when quoting a buying price wants to know what is being paid for 
eggs in some large market near by. The retailer in large measure deter¬ 
mines the price of his product by a mark-up from what he paid the 
wholesaler. 

Competition has been looked upon as very important, so important 
that many laws have been passed forbidding monopoly and requiring 
price competition. At the same time, some legislation interferes with com¬ 
petition in price-setting. In addition, the Federal Government even prior 
to the Defense Program was using various means to put a floor under the 
price of many agricultural products. Recent emergency conditions have 
brought many plans for control of prices of separate products as well as 
the general price level. Many events have tended to shift price setting 
from economic to political arenas. 

Important factors in price setting will be explored in more detail in 
later chapters. 

Market News and Information 11 

Knowledge is power. Nowhere is this statement truer than in market¬ 
ing. For business men, producers and marketing agents alike, efficiency 
and profits depend on it. Market news, the basis on which plans are laid, 
is an all-pervasive factor affecting the performance of all functions, e. g., 
buying, selling, storing, transporting, finance, and others. It provides the 
basis of future* production plans, for deciding what type of product to 
make, and what quantity of various qualities should be turned out for 
later sale. On it marketing agents largely depend in deciding when and 
where to sell, what method of selling to use, what appeal to make. The 
speculative buyer depends on it in deciding whether to sell now or to hold 

10 See G. Shepherd, Agricultural Price Analysts, 1941, chs. 4-12. 

11 In some cases a distinction is made between market news and market information, the 
former having to do with current happenings, the latter with long-time plans. With such a 
distinction, being up-to-date would be a very important characteristic of market news. This 
distinction is not, however, being made here. News and information arc used as interchange¬ 
able terms. 
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for later markets, or even to buy up further supplies in expectation of a 
shortage. When knowledge of relative scarcity in different communities 
is available, products can be shipped to those places where they will net 
the largest returns. Such knowledge may be very important in market¬ 
ing perishable agricultural products such as strawberries, peaches, to¬ 
matoes, lettuce. 

More complete knowledge of market conditions, both present and fu¬ 
ture, than is at present available would reduce the risks that arise from 
acting in the dark, make financing less expensive, and avoid losses and 
waste of productive resources which occur when certain markets have 
been over supplied, or factory or farm capacity for certain types of pro¬ 
duction has been overexpanded. In addition it would help reduce waste 
caused by ineffective sales campaigns. 

Steadily the market has broadened in scope as transportation and com¬ 
munication have brought communities together. While formerly com¬ 
munities were isolated and prices were determined by local factors, now 
a complex of forces, many of them originating in the furthermost parts of 
the earth, have become potent influences. In addition increase in speciali¬ 
zation and development of large-scale, machine production have length¬ 
ened the period of production, so that producers especially have great 
need to pierce the future, to forecast what markets are likely to await the 
products which will issue from factories they plan to erect or machines 
they plan to install. 

Transportation has increased the potential markets in which goods 
may be sold and the competitors who may now invade any single 
market. The march of time has expanded the number of new products 
or modifications of the old, so that new goods or gadgets are constantly 
appearing. In a world full of change, facts, as a basis for long-time plans 
and for meeting week-to-week and day-to-day shifts in the market, are 
exceedingly important. 

The role of news in a market depends on the collection of facts, the 
ability to present facts in terms that interested parties can understand, 
the rapidity and extent to which facts can be disseminated, and on the 
assistance given by specialists in their interpretation. Description is being 
facilitated by the development of standard terminology and the grading 
of products which is later to be discussed. The widespread use of the 
radio constitutes the major change in communication. News of market 
conditions now flashes around the world, to be plucked from the air by 
anyone who cares to twirl the dial of his radio. Here is news not in 
mysterious symbols such as the telegraph carries but in the language of 
the people. It comes to homes and small shops, as "well as to large busi¬ 
ness units. It adds greatly in coordinating demand and supply, so that 
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now buyers and sellers need not meet, nor are the physical products brought 
together in one place. Of prime interest to those engaged in selling is 
knowledge of factors affecting prices. The importance and extent of con¬ 
sumer studies were discussed in chapter II. 

But consumer purchases and preferences are a relatively small part of 
the information needed. With respect to the farmer, Lininger states: 

A farmer needs information on prices of products, their seasonal and cyclical 
nature, quotations in different markets, and the trend of prices over a period 
of years. He also needs information on the total supply of those products which 
he grows, competing areas, seasonal production and marketing, and the effect 
of price on production. On the demand side, general business conditions, the 
nature of consumers’ demands, their preferences, various racial and income dif¬ 
ferences, should be known by producers. A knowledge of the costs of marketing 
through various services, by different agencies and methods, is also essential . 12 

Market news for any one business thus consists of a great mass of in¬ 
formation, including acreage of various crops planted, weather conditions, 
sales in various markets, prices, stocks on hand and goods in public ware¬ 
houses and cold storage, unfilled orders, car loadings, volume of goods 
being shipped to specific markets, growth of cooperative marketing, of 
chains, costs under various marketing conditions, income in various com¬ 
munities, extent of unemployment. 

Essential facts in directing buying and selling come from various 
sources. One very important source is the accounting department of each 
individual firm. By this means sales trends, stock turn, cost of handling 
separate items may be determined. Individual businesses, especially those 
operating on a large scale, make many field surveys and send out many 
questionnaires. 

Most assembling of market information is carried on by agencies other 
than those directly engaged in buying and selling. Among these are 
trade associations, chambers of commerce, newspapers, magazines, col¬ 
leges and universities, especially in their schools of commerce and busi¬ 
ness administration, such organizations as the Market Reports Committee 
of the Chicago Board of Trade, and finally government bodies occupy a 
very important position, especially the U. S. Departments of Agriculture, 
Commerce, and Labor, the Federal Trade Commission, and the Federal 
Reserve Board. 

The U. S. Bureau of Agricultural Economics, for example, has an elab¬ 
orate organization with field offices and agents in every State. Information 
for crop reporting service is furnished on schedules and questionnaires 
from 300,000 or more voluntary reporters. This is supplemented by in¬ 
formation from many other sources. Reports are issued covering certain 

12 Annals of the Am . Acad, of Pol . and Soc. ScL vol. CXTJI (1929, Mar.), p. 344. 
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marketing conditions for every farm commodity. Annually since 1923, 
agricultural outlooks have been published by the U. S. Bureau of Agricul¬ 
tural Economics in cooperation with State agricultural colleges and ex¬ 
periment stations. In these, an attempt is made to interpret facts con¬ 
cerning the market so that they may serve as a guide to farmers in their 
planting and.marketing. 

The U. S. Bureau of Census takes a census of agriculture once every five 
years, and a census of manufacturing once in every two. In 1930, for the 
first time, a census of distribution was made. A census of business includ¬ 
ing retailing was taken in 1933 and again in 1935. Information from the 
regular census of population is also useful, e.g., size and age of family 
members, population trends, rent paid, and value of owned homes in 
various communities. The 1940 census will have much additional informa¬ 
tion on incomes and housing conditions and facilities. From the U. S. 
Bureau of Foreign and Domestic Commerce comes information on for¬ 
eign markets, and many studies on such topics as business failure and 
credit, and merchandising policies in various industries, for example, 
drugs, dry goods, electrical appliances, hardware, radio. 

Most trade associations collect and disseminate much information. For 
example, the National Retail Dry Goods Association makes investigations 
of accounting and control practices within stores, effectiveness of various 
sales promotion programs, efficiency of various types of store manage¬ 
ment, delivery costs, the extent and cost of returned goods. Among other 
things, some associations maintain an open price association. Here are 
recorded the prices submitted on bids, and prices received for goods 
sold, as well as other facts affecting the trade such as stocks on hand, 
unfilled orders, volume of production. 

There has been a steady increase in volume of facts available. And a 
steady expansion has occurred in agencies specializing in collecting orig¬ 
inal data, in assembling them from scattered sources and in attempting 
to interpret them. Increased efficiency of the market system, and back of 
it increased efficiency of production, which seeks its outlet through the 
markets, depend on yet more complete knowledge. In some cases addi¬ 
tional facts are needed. More important still is greater skill than has yet 
been achieved in the interpretation of facts and their incorporation into 
practical policies. 18 

Description of'Products and Grading 

Description rests first of all on a standard nomenclature. In some cases 
this involves agreement on suitable names for new products, as rayon. In 

18 For further discussion of market news see F. E. Clark, op. ctt., pp. 436-55. 
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many cases standard nomenclature has been essential to reduction of 
fraudulent selling. 

Most products have many characteristics. Description would be volu¬ 
minous if all the information of interest to some buyer or seller were 
provided. To simplify description and make it more usable, grades are 
commonly set up, and products of a specified type classified according to 
these. The grades are set in terms of standards for a selected group of 
qualities. 

Grading is a physical process by which products are sorted into groups 
according to selected standards. Farm products such as fruits, vegetables, 
eggs, and butter are not all of the same quality. They may be sent to the 
market as produced, or they may be sorted as to quality and all, or only 
certain, qualities sold. Goods from any one factory process may be fairly 
uniform in quality, yet sorting out those with various types of flaws or de¬ 
fects is usually necessary. Description in standard grades facilitates com¬ 
parison of products from various factories. 

Description of products in standard terms has several advantages. In 
simple market conditions sellers brought their products to the market and 
met buyers who examined and after inspection bought or rejected them. 
But the market has widened as physical means of communication have 
increased. A language of the market has become essential to facilitate 
exchange without great cost of travel. If products are described accurately, 
it is no longer essential for buyers and sellers to meet face-to-face, and 
further time-saving is possible because buyers need not inspect and test 
products being considered. Shipping costs can be reduced because products 
are sent only to markets where they are most acceptable. Without such 
grading, market news as to quantities and prices in various markets has 
very little meaning. The existence of organized futures’ markets, which 
make it possible for people to hedge and thus avoid certain risks of price 
change, depends on the existence of standard grades. 14 

Such grading also aids in financing. This has been especially important 
in connection with certain farm products. Bankers are more willing to 
lend if security offered is in the form of graded, rather than ungraded, 
commodities. If grading occurs at the initial point of shipment, inferior 
products, likely by themselves to bring little or nothing when sold, tend 
to be discarded. In this way transportation costs are reduced. 

A manufacturer may decide to turn out a uniform product, and want 
raw materials of uniform grade. If only ungraded materials are available 

The Commodity Exchange Act, an amendment of the Grain Futures Act, requires that 
all contracts of sale of any commodity for future delivery shall provide for the delivery of 
commodities of grades conforming to United States standards, if such standards shall have 
been officially promulgated. The Act, as amended in 1936, included many grains, cotton, 
butter, eggs, and Irish potatoes. For discussion of hedging, see pp. 151-2 infra. 
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it may be necessary for him to buy two carloads of material and ship 
them to the factory, in order to get even one carload of the grade needed. 
He is thus put to the trouble and the expense of shipping in extra raw 
material, sorting it in order to get the quality wanted, then reshipping and 
selling the material not used. If a manufacturer cannot buy just what is 
wanted, the per unit price offered for the raw materials is likely to be 
relatively low, in order to cover the extra costs which have to be incurred. 

Grading and other description is also of value in that the facts provided 
may make buyers and sellers better informed than otherwise. Specialists 
may be hired to examine and describe products. Their services may be 
especially important to all small scale buyers and sellers, who cannot 
themselves acquire the necessary competence nor afford to pay for the 
services of a specialist for a report on the small quantity which they have 
to sell or wish to consider buying. Increased efficiency depends in large 
measure on increasing the knowledge of those who buy and sell. Descrip¬ 
tion by experts is one possible way. 

One additional function of description must be mentioned. If descrip¬ 
tion makes possible informed choice, consumers through the qualities they 
select and the prices they pay can indicate relative preference. Through 
description and price differences, producers can be informed about con¬ 
sumer preferences and rewarded if they make available qualities espe¬ 
cially desired. This end can however only be achieved if products, for 
example foods, are similarly described in the retail and farm as well as 
wholesale markets. 

The use of standard grades came first in the wholesale markets for 
products bought and sold over wide areas. Standards for many products 
are available and used in wholesale markets. Most notable advances have 
been made in the case of agricultural products. At the present time U. S. 
standards for grain and cotton are mandatory. Standards have been set 
for most agricultural products but their use is permissive. Many of them 
are, however, extensively used. 

At the present time, there is need for further development of standards, 
more uniformity among markets in standards used for specific products, 
extension in use of standards to local and retail markets, the development 
of facilities for grading and labeling products. Kind and extent of in¬ 
formative labeling will be considered in detail later. 

The barrier to interstate trade arising because of differing standards in 
various States is a major problem for some products. 15 

Inspection and grading facilities are important and are rapidly being 

15 Sec for example, Barriers to Internal Trade in Farm Products, Special report by U. S. 
Bur. Agr. Econ, 1939, PP* 68-84. 



MARKETING FUNCTIONS 135 

developed. The major Federal agency is the Agricultural Marketing 
Service. 


Transportation 16 

One has only to pause and to trace the source of goods used even dur¬ 
ing a single day to be greatly impressed with the place of transportation 
in our scheme of life. The origin of carlot unloads of certain fruits and 
vegetables in Chicago is shown in Table 14. This gives only a tiny seg¬ 
ment of the picture of food transportation. Territories specialize. Trans¬ 
portation provides the physical ties which bind them together. Oranges 
come from California; apples are largely concentrated in the State of 
Washington. Iowa and Texas together produce nearly 20 per cent of the 
total meat animals; grain is raised largely in the Middle West; cotton and 
tobacco in the South. Texas is the great producer of oiL Automobile pro¬ 
duction is concentrated in the area surrounding the city of Detroit. Coffee 
comes to us from Brazil, and thousands of products come from other for¬ 
eign countries. 


Table 14: Number of States of Origin of Carlot Unloads in 1928 and Carlot and 
Truck Unloads in 1939, Chicago* 


PRODUCTS 

1928 

1939 

Apples 

26 

23 

Cabbage 

23 

2 6 

Cantaloupes 

14 

20 

Grapes 

11 

7 

Lettuce 

30 

20 

Onions 

33 

22 

Potatoes 

38 

37 

Tomatoes 

18 

27 


* Source: Carlot Shipments and Unloads of Important Fruits and Vegetables, U. S. Dept. 
Agr., Stat. Bui. 30 (1930, May), pp. 29-110; and U. S. Dept. Agr., Agr. Marketing Service, 
Arrivals and Unloads of Ftesh Fruits and Vegetables at Chicago, Illinois. Annual report 
calendar year, 1939, mimeo. See also, E. A. Duddy and D. A. Revzan, “Hie Physical Distri¬ 
bution of Fresh Fruits and Vegetables,” /. Bus., Univ. of Chicago, vol. 10 (1937, Jan.), 53. 


The farther producers are from consumers the more important becomes 
transportation. Some of the fluid milk consumed in New York City 
travels more than 500 miles. Freight cars terminated in the United States 
traveled on the average 331 miles, those of manufactured food 468 miles 
and those of perishables 1,400 miles, and live animals 405 miles. 17 

1C One aspect of transportation, namely delivery to the consumers, is left for later dis¬ 
cussion. See chapter XVH. 

17 Federal Coordinator of Transportation, Freight Traffic Report, appendix I, pp. 120 and 
140. 
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Many products take more than one journey, in a freight car before 
reaching consumers. 

In the marketing of any one commodity, transportation may enter sev¬ 
eral times. Raw materials, pig iron, hides, wool, cream, sugar cane, for 
example, must be moved to processors and manufacturers; semi-finished 
goods are shipped from one manufacturer to another; finished goods are 
shipped from manufacturers to wholesalers, finally retailers deliver fin¬ 
ished goods to consumers; or consumers perform the final transportation 
themselves. Railways, waterways and highways, and more lately, the skies 
above us are the busy arena of the constant and never-ceasing movement 
of goods from one group to another, all on their way directly or indirectly 
to the ultimate consumer. Even the soil beneath our feet has been pierced 
with pipe lines in which silently by day and night, with almost no human 
supervision, oil moves on its way from the oil fields to distant centers, 
from which it is further distributed. 

The kind of transportation facilities determines how quickly goods can 
be made available, and their condition when they arrive. And low trans¬ 
portation costs bring to a market goods from many sources. The distance 
a good has to be shipped, its bulk in relation to value, special facilities 
necessary in handling, influence costs. In Iowa, for example, freight rates 
for lumber make up approximately one-third of the total retail price. Types 
of transportation and the relative cost of shipments of various sizes help to 
determine where central and wholesale markets for products are established, 
and what middlemen are needed. Mail-order buying is greatly affected 
by the transportation service available and the cost of small shipments. 

Much of the transportation is carried on by specialized firms, not espe¬ 
cially interested in other phases of marketing. This is true, for example, 
of railroads, water shipping, air routes, and to a much lesser extent, of 
truck transportation. During recent years the transportation system has 
been expanding greatly, largely because of the increase in long-distance 
trucking and airways. Airlines are not, and probably will not be, for a 
long time at least, important from a quantitative standpoint. At the pres¬ 
ent time they are used chiefly for merchandise high in value and light in 
weight, for which speed is essential and special care in handling im¬ 
portant. Certain rather fragile things used in commercial art work are 
sent this way, as are also motion picture reels, news films and style mer¬ 
chandise. Air express increased from 1.8 tons in 1926 to 836 tons in 1932, 
to 4,726 tons in 1938. 18 

Air transport is however still insignificant in comparison with that of 
trucks and railroads. It merits attention because of the quality of service 
provided and the likelihood “that the limits of this special service are far 

18 S. Daggett, Principles of Inland Transportation , 1941, p. 107. 
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from being reached /* 19 The war appears to be revolutionizing shipping 
by air. 

Railways and trucks offer a wide variety of services. During recent years 
refrigeration facilities have been greatly improved. Ice, mechanical refrig¬ 
eration, and “dry ice” are used, although the latter is relatively unim¬ 
portant, being used chiefly for small quantity shipments and not always 
being satisfactory, even in such cases. Heated cars are also provided. Spe¬ 
cial cars are available for some commodities, e. g., livestock, and oil. Speed 
is now a matter of major importance with many products, not only be¬ 
cause they are perishable but also because delay increases risk due to pos¬ 
sible change in price. In addition, the greater the transportation time the 
higher the capital cost, because of the longer period of investment in¬ 
volved. Certain freight trains are given preference over others which must 
wait on sidings while they thunder past. This service occurs in the case of 
perishable commodities such as fresh fruits and vegetables, milk and 
cream, livestock and meat. Passenger trains formerly were run into sid¬ 
ings, clearing the way for trains carrying a precious cargo of silk, for 
which risk of theft was very great, and investment very high. To gain 
speed, for example, in the transport of fresh fruits and vegetables, cars 
may be started out in the general direction of their destination. Peaches 
may leave the State of Washington on their way east; then somewhere 
along the way orders will reach the train, indicating the cities to which 
various cars are to be sent. 

The recent achievement of trucks, which made the trip from California 
to New York City in less time than the fastest freight, was heralded as a 
milestone in truck transportation, and will no doubt be accepted by the 
railroads as a further challenge to their reputation as the bulwark of the 
transportation system. Naturally competition is keen. Until very recently 
the short haul has been looked upon as the special domain of the trucks. 
Trucks have the advantage of being more flexible; they are able to go 
wherever there are reasonably good roads. Once a truck is loaded, it can 
start; it is not delayed by other loadings or by schedules or until tracks are 
cleared; it is able to load and unload anywhere, so that goods may be 
handled less frequently than when shipped by rail. Since the load is small, 
it is more easily adjusted to a shipper’s requirements. Less crating and 
packing is necessary. Warehousing is not so important, as goods are 
shipped at once. Less than carlot is the ideal load, so that trucks have 
come to play an important part in the initial assembling: in moving goods 
from farms to nearby centralizing points, from which they may move in 
carload lots; and in the final stages of dispersion from the wholesaler or 
manufacturer to the retailer. Truck service has been an important factor 

18 Ibid., p. 107. 
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in increasing the variety of goods, for example, the fresh fruits and vege¬ 
tables available in many villages and towns. 

Railway companies at times use trucks to supplement rail services. In 
some cases, especially where shipments are rather small and distances 
short, it is found cheaper to operate regular truck service than to run 
trains. And patrons are often better satisfied because of the additional 
services which go with trucking, such as delivery to the door. Railways 
have attempted to meet competition, by providing fast long distance 
freight service, and by making special arrangements for less than carload 
lots, e. g., mixed, peddler, container, and package cars; and more reccndy 
by providing freight delivery “to the door” without charge. 

No part of the marketing system is more affected by government regu¬ 
lation than is transportation. Express and freight rates are set by the Inter¬ 
state Commerce Commission, and parcel post rates by the postal authori¬ 
ties. As a result they are very inflexible. During a period of price decline 
the proportion of the total price going to transportation tends to increase. 
However, when prices are rising the reverse is true. During the early 
1930% however, competition from trucks did cause transportation rates 
for some products to fall very rapidly. 

Railway rates are very complex. Many factors are taken into considera¬ 
tion in determining them: for example, cost to the railroad of rendering 
the service, value of the articles being shipped, distance they are being 
shipped and the space which they occupy, volume and direction of the 
traffic, risk involved in handling, competition with other transportation 
facilities. No rules of rate making are consistently followed. Charging 
all the traffic will bear in an effort to secure maximum net income is a 
major principle followed. The minimum rate must be enough to cover all 
direct or additional costs connected with the transportation of a com¬ 
modity. Sound rate setting should encourage efficiency in the use of labor 
and resources. This does not always occur. 

One important difference in rates must be noted here. Rates per 100 
pounds are less for carlots than for less than carlots. These higher rates 
on small shipments make it necessary to concentrate farm products before 
shipping long distances. To take advantage of carlot rates it is necessary 
for the small-scale retailer to buy through a jobber who, by pooling orders 
from several retailers, is able to buy a carlot. Freight forwarding com¬ 
panies exist, e.g.. Universal Carloading Distributing Company, whose 
sole purpose it is to assemble, at strategic terminals, small shipments into 
carlots, to dispatch the cars to other terminals, and there to make de¬ 
liveries. 

Because of the complexity of transportation costs according to type of 
carrier used, packing and other things, large firms in many instances have 
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installed a traffic manager. 20 Individual firms can aid in reducing trans¬ 
portation costs, but some fundamental changes in the system are needed. 

Truck rates for many years were very unstandardized. Recently inter¬ 
state truck lines have been brought under the regulation of the Interstate 
Commerce Commission; and most States regulate intrastate trucking. 
Railways in some cases in their efforts to check competition from trucks 
have urged such high trucking rates and load restrictions as would inter¬ 
fere with efficiency in transportation. 

In some regions, State regulation of trucking has been used to build 
up barriers to interstate trade. 21 

Many complaints are made concerning waste in and high cost of trans¬ 
portation. Certain price policies lead to much cross hauling. 22 Competition 
between lines has in some instances increased excess capacity and raised 
costs. As a remedy for this, mergers and consolidations are proposed. 
Issues concerning these have been debated with much fervor, with the 
possibility of increased efficiency often appearing to be a matter forgotten 
or of minor importance. So far, clear-cut policies have failed to emerge. 28 

In some cities, terminal charges are high and facilities are poor, badly 
located with reference to main markets and warehouses. Clark states that 
“Probably the most difficult problem in transportation is that of handling 
products at shipping and terminal points.” 24 Congestion in the yards of 
a single terminal may tic up a whole railway system. To be efficient there 
must be adequate facilities for rapid loading and unloading. This is espe¬ 
cially important for perishable products, such as fruits and vegetables. 
These must also be handled with care, thus many mechanical devices used 
to increase the speed of unloading other products cannot be used. When 
unloaded, products must be moved to warehouses and produce markets. 
These may be so badly located that there is an excessive amount of 
trucking. 

The congestion of streets and highways in many large cities is caused 
not only by the transportation of goods to the wholesale markets and to 
the retailer, but also by the delivery of goods to consumers and the travel¬ 
ing of purchasers to retail stores. Part of this congestion is fundamental 
The coming of a large number of people together in one place is an es¬ 
sential characteristic of a good market from both the point of view of 
certain buyers as well as certain sellers. Now that congestion is upon us 

20 See, for example, K. D. Fernstrora, Organization and Management of a Business Enter¬ 
prise, 1933, ch. 22. 

21 See Barriers to Internal Trade in Farm Products, Special report by the U. S. Bur. Agr. 
Econ., 1939, pp. 36-67. 

22 See chapter XXIX. 

28 For discussion, see S. Daggett, op. cit pp. 574-80. 

24 F. E. Clark, op. cit., p. 363. 
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we lament the lack of that vision which might have led to effective city 
planning and zoning. The enormous cost of correcting past mistakes stands 
as an obstacle to badly needed improvements. 25 

The Emergency Transportation Act of 1933 gave power to regional 
coordinating committees “to avoid unnecessary duplication of services and 
facilities . . . and permit the joint use of terminals.” In many cities changes 
are being made. The Federal Coordinator of Transportation proposed that 
at Chicago the number of major yards be reduced from 21 to 8, industrial 
yards from 60 to 18, freight yards from 72 to 12. “Total annual economies 
of $50,000,000 were believed by the Coordinator’s staff to be possible if. a 
thorough policy of terminal unification were put in force.” 26 

Opposition to these proposals came from business groups who feared 
changes and some loss of special advantages, and from railroad labor “in¬ 
spired by the fear that unification would reduce the number of available 
jobs.” 27 Greater efficiency at terminals is likely to be a question of consid¬ 
erable importance for some time to come. 

Investigation of monopoly practices among those providing terminal 
facilities was begun in 1941 by the United States Department of Justice. 

Storage 

Goods are not consumed as soon as they are produced, hence storage is 
necessary. There are several reasons for this gap: (1) Goods are produced 
in anticipation of demand, they must be ready and waiting, in the store 
when the consumer wants them; (2) Seasonal production makes it neces¬ 
sary to equalize the flow of goods into the market; (3) Seasonal demand 
occurs and economy in the use of productive resources makes it desirable to 
manufacture and to store goods which are not likely to be purchased for 
some time. 

The consumer expects to find waiting for her in the retail store goods 
satisfactory for her purpose, and often she wants a variety from which to 
choose. The retailer expects to get prompt returns from any orders which 
he places with the wholesaler, and the wholesaler in turn expects the manu¬ 
facturer to ship with a minimum delay goods needed for replenishing stock. 

The grocery store is frequently spoken of as the housewife’s pantry. The 
small quantity purchased at each transaction results partly from the fact 
that houses have less satisfactory storage space than formerly. In addition, 
marketing facilities for keeping products in good condition have improved. 
But this tendency toward small-scale buying and toward keeping only a 
limited stock on hand occurs at other points in the marketing process. 

28 Sec for example U. S. Dept Agr. Circ. 463,1938. 

28 S. Daggett op. cit., p. 545. 

™lbtd., p. 546. 
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Retail stores also do hand-to-mouth buying, with small orders and frequent 
deliveries, and keep a relatively small stock on hand, the retailer buying 
from day to day and week to week. Even staple products for which there is 
little danger of spoilage are not ordered in as large quantities as were cus¬ 
tomary ten years ago. This tendency has increased the importance of 
warehouses located so retailers and other dealers in various regions can be 
prompdy served with relatively low transportation charges on small ship¬ 
ments. 

At many points storage is important in order to assemble sufficient bulk 
to secure low transportation rates. Final shipments to retailers in most 
cases are rather small. Breaking bulk takes place at the warehouse, a part of 
the goods moving on immediately while the remainder is held in storage 
awaiting further orders. At each stage in the concentration and dispersion 
processes, some storage of goods occurs. 

The development of cold storage warehouses as well as refrigerator cars 
has wrought a virtual revolution in the production and marketing of meats, 
poultry, butter and eggs, fresh fruits and vegetables. In any one year there 
may be at one time from 3 to 5 million barrels and 10 to 20 million boxes 
of apples in cold storage. Such fruits as berries, peaches, cherries, remain 
only a very short time. Among vegetables, celery, lettuce, and onions most 
commonly go into cold storage. Because of storage these products are avail¬ 
able in the market over a much longer period than formerly. Gluts in the 
markets, during which excessively low prices alternate with complete 
absence of the products or excessively high prices, occur less often than 
formerly. Weld, in writing of the advantage of cold storage in the market¬ 
ing of farm products, states: “Modern refrigeration has widened markets, 
developed agricultural communities, lowered marketing costs, raised the 
prices to producers, lowered prices to consumers, benefited health, and 
made accessible to the consumer at all seasons a vast variety of delicious 
fruits and vegetables.” 28 

A study of seasonal changes in butter prices before and after the intro¬ 
duction of cold storage provides some interesting data. Average spring low 
price from 1880 to 1884 was 19.25 cents; the average high for winter during 
the same period was 42.25 cents, the winter price being 120 per cent higher 
than the spring. For the five year period 1910 to 1914, the average spring 
low was 24.5 cents and the average winter high was 36.5 cents, the winter 
being 49 per cent higher than the spring. 29 

Highly perishable products require cold storage even when they are to 
be held only a short time. Approximately 40 per cent of all refrigerated 
warehouse space of the country is owned or controlled by meat packing 

28 L. D. H. Weld, The Marketing of Farm Products, p. 142. 

29 B. H. Hibbard, Marketing Agricultural Products, p. 96. 
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companies. Cold storage is also important in the marketing o£ fish. With¬ 
out it “there would be no country-wide interchange of halibut, pike, mack¬ 
erel, smelts, and other populaj fish; during the winter, when storms prevent 
fishing and schools of fish migrate to deep water or southward, fish of many 
varieties would be a costly delicacy instead of occupying their matter-of-fact 
place on the table.” 80 

The movement of eggs into and out of cold storage serves well to illus¬ 
trate the part played by cold storage in orderly marketing, in holding sur¬ 
pluses over from a time of plenty to a time of scarcity. Eggs move into 
storage from March to July. Withdrawals are heaviest during the months 
October to December. In discussing the effect of cold storage on price the 
U. S. Department of Agriculture states: 

Without cold storage, eggs would hardly be worth enough in the spring, in 
some localities, to make it worth enough to gather them; in the fall ... the 
price would be so high as to be prohibitive to most consumers. Through the 
storage of eggs there is a demand in the spring for the surplus, resulting in at¬ 
tractive prices to the producers; in the fall and winter a large supply of whole¬ 
some storage eggs is made available at prices within the reach of consumers, 
yet the demand for new-laid eggs is sufficient to maintain a price on them at a 
level which makes winter production profitable . 81 

Extreme seasonal variations exist in the production of many agricultural 
products. Furthermore, marked changes may occur from year to year, hence 
long-time storage of staples is needed. For centuries granaries for the stor¬ 
ing of cereals played a vital part in the history of nations. The “ever-normal” 
granary of the Agricultural Adjustment Program is designed to buy up the 
“surplus” of years of plenty, or at least provide credit to farmers, and hold 
large quantities over until “lean” years. 

Prior to this program, the equalizing of supplies from year to year has 
been the function of speculators. Recent Federal action has been promoted 
in the belief that adequate amounts from the years of plenty will be stored 
only through Government action. 

Seasonal demand as well as seasonal supply increases the need for storage 
facilities. In the cement industry, for example, late spring and summer 
months bring the bulk of orders. Just before heavy buying starts, there is 
a very large supply on hand at cement mills and, to a lesser extent, in the 
warehouses of dealers. Storage of coal at mines, by industrial users, by deal¬ 
ers, and consumers, is relatively high. Lower prices of coal during the 
summer than the winter encourage this storage, which is promoted by the 
mines in an effort to operate more months in the year. 32 

fl0 U. S. Dept of Agri., Dept. Bui. 635 (1918), p. 1. 

81 u. S. Dept, of Agri., Farmers Bui. 1378 (1924), p. 5. 

82 Some storage also occurs in order to mature or ripen a product, to improve its quality, 
for example, in the case of cheese, wine, tobacco, kraut, cured meat products. This type of 
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The kind of storage needed depends on the product. It is necessary to 
protect products from theft, fire, moisture, insects, vermin, deterioration, 
and contamination. Some products are perishable and can be stored only 
a very short time without low temperature, e. g., such fruits and vegetables 
as strawberries and tomatoes, and other foods such as butter, eggs, meat, 
and fish. Some foods such as apples and potatoes are not so perishable, but 
will keep much longer in cold storage than otherwise. In addition, products 
such as fur, wool carpets, nuts, candy, and raisins are better in cold storage 
than at ordinary temperature. 

Products in some forms are more easily stored than in others. For ex¬ 
ample, both dried and frozen eggs are less expensive to store than eggs in 
the shell. 

The introduction of quick-frozen foods brought new storage problems 
to both warehouses and retailers. Temperatures of 45 0 F. or lower became 
necessary. Tressler was of the opinion that “Probably ninety per cent or 
more of the failures in the freezing industry have been due. directly to 
problems of retail distribution.” 88 

The further development of quick freezing is believed by some to hold 
great possibilities for lowering costs. There will be less spoilage. Transporta¬ 
tion costs will be reduced since only edible portions would be shipped. Two 
pounds of peas in the pod yield n ounces of shelled peas. In the case of 
spinach the product would be thoroughly cleaned and packed, so the ship¬ 
ments, free of sand, would weigh less and be less bulky. Further, the 
products would reach full maturity at point of origin and thus be finer in 
quality . 84 

Some storage is provided at all factories, wholesale houses, and retail 
stores. It is essential to manufacturing, and to buying and selling. There 
are, in addition, special warehouses. These may be either private, that is, 
owned by the people who use them, or they may be public, open to who¬ 
ever wishes to store goods there. The former are provided only by a few 
large manufacturers, wholesalers and large scale retailers. Public ware¬ 
houses are found, however, in practically every large center of distribution. 
These warehouses not only store goods in a safe place, they also perform 
many other functions, such as providing display rooms where goods may 

storage is part of the manufacturing rather than part of the marketing process. While the 
product is bring matured it is not yet ready for the market. 

88 See D. K. Tressler and C. F. Evers, The Freezing Preservation of Frmts, Fruit Juices, 
and Vegetables, 1936, especially pp. 257-78, for discussion of problem of marketing quick 
frozen foods. 

84 The purchase of some frozen products by processors is, in many places, increasing more 
rapidly than their purchase by consumers. For example, it is estimated that of the 30 billion 
eggs laid in the United States in 1936, 2 billion of them were broken, put in cans and frozen. 
These go to manufacturers of mayonnaise, macar o ni, pastry, ice cream, and prior to use must 
be held at sub-zero temperature. 
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be inspected by prospective buyers. Through knowledge of local prejudices, 
conditions, and facilities of various kinds, managers can advise manufac¬ 
turers and others concerning their sales programs. 35 They consolidate or 
pool quantities for further shipment so that products arriving in small lots 
move on in carlots, and conversely they receive goods by carlots and, on 
order, reship in small quantities. Being acquainted with local transporta¬ 
tion, especially the truck lines, managers of warehouses can advise shippers 
which are most efficient for their purpose. Warehouses and various storage 
facilities play a part in reducing risk. Good care given the product, in stor¬ 
age specially designed for it, reduces loss through spoilage and leads to 
relatively low fire insurance rates. 

Storage also plays an important part in financing. Warehouse receipts are 
used to provide collateral. 

The location of storage affects costs. With increasing use of standards in 
describing products and better market news, storage has tended to be decen¬ 
tralized. The ever-normal granary providing for storage of corn, for ex¬ 
ample, on farms is a further step in this decentralization. 

Certain warehouses are under the supervision of the Federal Government. 
Included here are (i) custom warehouses where imported goods are stored 
awaiting customs examinations and payment of duty, (2) internal revenue 
warehouses which are used chiefly for the collection of tax on tobacco and 
liquor, and (3) most important, perhaps, the licensed warehouses estab¬ 
lished in accordance with the U. S. Warehouse Act of 1916. This act was 
passed because it was felt that storage facilities for farm products were inad¬ 
equate and this lack made marketing less efficient and less orderly than it 
might be. It also aimed to widen the field of agricultural credit, by calling 
for the issuance of Federal warehouse receipts uniform in their terms and 
conditions, which would provide satisfactory credit instruments. These 
would become generally acceptable to bankers throughout the United States 
as collateral for loans. No warehouseman is required to have a Federal 
license. But if he does have one, his warehouse must be open to the public 
for the storage of commodities included in the license. The following com¬ 
modities are some of the principal ones eligible at the present time under 
the act: cotton, grain, tobacco, wool, potatoes, cane and maple syrup. 

Cold storage is subject to some regulation. This is, however, State rather 
than Federal, and many people feel the need of greater uniformity. Laws 

85 Manufacturers sometimes use public warehouses in consignment selling wherein retailers 
act as agents of the manufacturer but do not take possession of the goods. A retailer may have 
on hand only one model for display purposes. In the warehouse near at hand is a complete 
stock which may be drawn upon by many retailers selling the product. This makes necessary 
a much smaller total stock than if a fairly complete line were kept on hand by every dealer. 
The movement of goods from the warehouse only occurs when sales are made. This fact 
gives the manufacturer a much better check on the progress of sales than is possible where 
he must depend on inventory reports or even sales reports coming from retail dealers. 



MARKETING FUNCTIONS 145 

commonly define cold-storage foods as those held for 30 days or more at 
45 0 , and in some cases 40° F., and colder. Most States have a limit on 
the length of time a product may remain in storage. Twelve months is a 
common limit. In most cases the law also requires that once food has been 
withdrawn from storage for the purpose of sale it shall not be returned. 
The law may require that cold storage products be described as such when 
they are sold. In so far as quality is affected by storage, or if quality is likely 
to deteriorate rapidly after the product is removed from storage, the giving 
of this information is important. Many cold-storage products are superior 
to so-called fresh products, although merchants handling fresh products 
may attempt to create the impression that storage products are always 
inferior to fresh. 

The announcement that a product has been in cold storage should thus 
be accompanied by an accurate description of qualities, important to the 
buyer, that are not readily revealed by inspection. 


Financing 

The process of marketing involves a period of time; financing is therefore 
necessary to carry inventories throughout the whole process of marketing. 
In addition, operating expenses and investment in marketing establishments 
must be financed. 

The amount of capital or financing needed by any agency depends on 
such things as scale or volume of business, the per unit value of goods han¬ 
dled, expenses of performing various activities and stock kept. This tends 
to be relatively large if supplies are uncertain or irregular, if goods must be 
shipped from a great distance, if transportation is relatively slow, or if de¬ 
mand is irregular or uncertain. The closer the retailer is to the person from 
whom he buys, the smaller is the fund which he is likely to tie up in inven¬ 
tories. The relative advantage of large-scale over small-scale purchases 
affects the stock kept." If discounts for quantity purchasing are large, the 
retailer may find it worth while to finance a relatively large stock. 

The size of stock needed to provide the range of choice necessary to meet 
the demand of buyers has a very important bearing on investment. Any¬ 
thing which increases the variety a merchant must stock, without a com¬ 
pensating increase in volume, decreases the stockturn and increases funds 
needed. For clothing, furniture, jewelry and other such items a large variety 
must be kept, and stockturn is low. 

Stockturn is measured by the ratio of sales during a given period to the 
average stock on hand during that period. If sales during a year are $8o,qoo 
and average inventory is $8,000 there is a stockturn of 10. If sales during the 
year are $80,000 and average inventory is $10,000, then stockturn is 8. In the 
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first case with the higher stockturn an investment of $8,000 financed the 
sales of $80,000. In the second case where stockturn was lower an invest¬ 
ment of $10,000 was needed for the same sales. The shorter the period of 
time goods are held the lower is the cost of financing inventories, and the 
smaller is the markup needed to cover these financing costs. 

Efficiency in buying and selling plays an important part in stockturn. If 
goods are well selected, if they are what people want, if the seller is astute 
in gauging the market so that he does not get his prices too high, if the 
sales program is carefully planned, the stock tends to move quickly from 
the shelves. Sometimes sales efforts of manufacturers or wholesalers may 
lead retailers, many of whom are relatively inexperienced, to purchase over¬ 
large quantities or to purchase goods which do not readily sell. The smaller 
the stock on hand the lower also is the cost of storage and risk from depreci¬ 
ation in quality of the goods, or from possible fall in price. 

Another important factor determining the amount of capital needed by 
any marketing enterprise is the average length of time between the date 
when goods purchased are paid for and the time when payment is re¬ 
ceived for goods sold. Capital need of a particular firm is reduced when 
those, from whom goods are bought, extend credit, accepting payment at 
a later date. It is necessary to consider, however, whether it is cheaper to 
accept credit from the seller, or to get funds from some other source and 
take advantage of cash discounts. Financing costs of the seller are increased 
when he allows buyers to pay 30,60 or 90 days after purchasing. 

There is a minimum amount of capital needed at all times. Much of 
this is financed on a long-time basis. But additional amounts are needed 
from time to time: (1) to buy when prices are unduly low and store for 
later sale, as is desirable in the case of many farm products, both durable 
(wool and cotton) and perishable (eggs and butter); (2) to hold goods 
longer than was planned, because of poor market conditions resulting from 
a later buying season than was expected, with consequent delayed sales, 
or because of a fall in consumer income caused perhaps by general depres¬ 
sion or because sales methods were not so effective as had been anticipated; 
(3) t0 produce when costs are low even though there is no present market 
for such products as lumber and cement, during the low point of seasonal 
building, or to produce during a business depression when costs are low 
but there is little buying; (4) to finance peaks of inventories due to con¬ 
sumer demand, for example, seasonal clothing, Christmas shopping, and 
automobiles; (5) to make it possible to replace inventories in face of rising 
prices when income from past sales is not enough to buy new goods; (6) to 
provide for irregularities in demand for consumer credit. 

When one follows the flow of goods through the market it is apparent 
that orderly marketing is just as dependent on availability of credit as it is 



MARKETING FUNCTIONS 


147 

on availability o£ storage. Goods may be dumped on the market not only 
because of lack of adequate storage facilities, but also because of inability 
to secure the funds necessary in order to postpone their sale to some future 
date. If credit could not be obtained to buy up surplus products which tend 
to move into the market at certain times, their prices might be gready 
depressed at the peak of physical supply. Variation in need for funds, aris¬ 
ing from this and other factors, tends to be financed by short-time loans. 

For many products the need for funds, especially for carrying inventories 
in any one business, and for meeting unusual situations which arise, fluctu¬ 
ates a great deal from time to time. As a result it is often not economical 
for each business to attempt to provide itself with funds enough for peak 
needs, any more than it is economical for each business to provide itself 
with private warehouses of sufficient capacity for peaks of storage. Public 
warehouses are found, by many types of business, to be more economical 
than private ones. The space provided is more fully utilized, since the peaks 
of physical supply come at different times. So it is with credit. Without the 
possibility of short-time loans many firms would have, from time to time, 
idle funds or funds which could be lent only at a very low rate of interest, 
since they would be subject to recall when need for them arose. 

Funds for financing purchases or carrying on business in general may 
be provided by owners of a business. Or funds may be borrowed either from 
others engaged in marketing, from credit institutions, or other lenders. 
When goods are sold, not for cash but for credit, the selling agency is help¬ 
ing to finance the buyer. Manufacturers may, for example, extend credit to 
wholesalers or retailers through open book accounts or promissory notes 
giving them thirty days or more in which to pay for goods purchased; and 
retailers through open book credit or installment selling may help to finance 
consumers. Sometimes prospective buyers may advance credit. Such an 
arrangement exists in cotton marketing. Here the local merchant who buys 
cotton often finances the cotton farmer. Local and resident buyers may be 
financed at times by agencies from distant cities with whom they have con¬ 
tracted to sell. Credit extended by a seller or a buyer is usually on a short- 
time basis, although extensions may cause loans to run for a long time. 
Moreover it is given only for a very specific use. For example, if it is given 
by a seller it aids only in the purchase of specified goods. 

Institutions specializing in extension of credit, for example, banks and 
others, make available long-term or investment credit, intermediate, and 
short-term or commercial credit. Short-term credit is extended through 
promissory notes, trade and banker acceptances, and other types of com¬ 
mercial paper. Some institutions deal only in a specialized type of credit. 
This is true, for example, of companies financing automobiles, and of 
personal finance companies which provide small loans to consumers. The 



143 CONSUMERS AND THE MARKET 

bulk of short-time credit used in marketing comes, directly, from banks. 

A bank or business firm in extending credit is assuming some risk that 
the debt will not be paid; and fortunate indeed is the agency which collects 
its debts in full. Security of some kind is usually required, and the readiness 
with which satisfactory security can be provided is important. On the basis 
of this, credit transactions may be put in two categories: secured and unse¬ 
cured. The latter rests on the reputation and general assets of the borrower, 
as when open book credit is given or an unsecured note accepted. With 
secured credit a specific pledge is given. By means of bills of lading, evi¬ 
dence of goods in transit, and warehouse receipts, notes and drafts may be 
secured. Goods graded and held in bonded warehouses, for which fluctua¬ 
tions in market price can readily be ascertained, rate relatively high as 
credit security. If goods are acceptable as security no investigation of reputa¬ 
tion of the borrower or his business ability needs to be made. 

Credit as a part of an efficient marketing system should have certain 
characteristics, (i) Credit should be available at the time, in the place, and 
for the products for which it is needed. If at any time or place goods must 
be dumped on the market merely because of lack of credit facilities, the 
credit is likely to be rated as inadequate. (2) Credit terms should be adapted 
to the use to which the credit is put. The time factor is important. If it is 
desirable to store a product for 90 days, 30-day credit is inadequate. 

(3) Security of credit based on such things as character, ability, and prop¬ 
erty of the borrower is important in granting credit to business men and con¬ 
sumers. Failure of any one party to meet his payments may be responsible 
for a long sequence of failures and much friction. Carelessness in granting 
credit may occur because of over-optimism or because of failure to investi¬ 
gate the credit standing of a borrower, perhaps for fear of offending a pros¬ 
pective buyer and thereby losing a sale. (4) Furthermore, credit as. a whole 
must be kept within limits so that no inflation occurs because of increased 
spending power. 

(5) The cost of credit in as far as is practical should be borne by those 
using it. A system of discounts for cash given by wholesalers and manu¬ 
facturers in selling to retailers is very sound. So also is the system of cash 
discounts and special charges for open book accounts and installment credit 
in retail stores. Many dealers who grant credit are quite in the dark as to 
the cost of granting credit. They may never have analysed their records in 
an effort to determine credit losses and cost of collecting debts. They may 
hope that easy extension of credit will increase the volume of their business 
and that this may lead to lower unit costs in other activities carried on, and 
thus compensate them for the cost of the credit granted. 

(6) The lending should be done by the agency best fitted to do it eco¬ 
nomically. This, in some cases, may be the banker or other credit institution. 
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A seller may be the person who can most economically provide the credit 
needed if through his market contacts he is sufficiently acquainted with the 
buyer to whom he extends credit to make the cost of investigation relatively 
low. (7) For the purpose of economy in getting information on which to 
base the security of loans, credit bureaus serving many firms may be much 
more economical than investigation by each prospective creditor. In a study 
of business failures made by the U. S. Department of Commerce it was 
found that only 5 per cent of those bankrupts were either members of credit 
bureaus or made use of credit bureau facilities. Many trade associations 
collect credit information for their members. 

Changes in other market functions affect financing. For example, it tends 
to become less important for any one firm or for the system as a whole as 
the need for large stocks on hand declines. This in turn depends on such 
things as (1) speed of transportation and location of warehouses; and 
(2) complete and accurate market news which increases the accuracy with 
which demand can be forecast and supplies adjusted. Ideally, goods should 
come into the store room only in time to move on. The cost of credit de¬ 
pends on the volume needed and on the interest rate charged. This latter is 
greatly affected by risks involved, so that anything reducing risk tends to 
lower the cost of credit and the cost of financing in the broader sense as 
well. In the section which follows, risk is briefly discussed. 36 

Risk 

Risk may be defined as the possibility that returns from an undertaking 
will be insufficient to compensate for cost incurred. Uncertainty pervades, 
and always has pervaded, the economic system. On the basis of rather 
meager knowledge and the recognition that many unexpected situations 
may arise, business men must go ahead with the business of producing, 
buying, selling, storing, and shipping goods. 

There are risks from fire, theft, dishonesty, bad debts, and inefficiencies 
of many kinds. Perishable goods such as fresh fruits and vegetables may 
spoil. Silk fabrics may deteriorate in quality before a satisfactory buyer is 
found. Ready-to-wear clothing and other goods may become badly soiled so 
that they can be sold only at a greatly reduced price. Fragile products like 
eggs and china may be broken in handling. Products hard to pack and easily 
marred, such as furniture and many toys, may be damaged in shipping. 
Goods may be stolen, or damaged by fire, water, insects, vermin, heat, and 
cold. 

In this world of change, full of variable likes and fluctuating purchasing 
power, with new goods appearing and unexpectedly large supplies likely 

88 For discussion of consumer credit see chs. XVIH and XIX. 
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to force prices down, marketing risks are many, and influences affecting 
marketing are more varied than ever before: for example, (i) improved 
products or increased quantity being produced by a competitor; (2) changes 
in consumer preference or spending power; (3) increase in cost of labor 
and other costs, and introduction of low-cost methods by competitors. 

Change in demand is a major market risk. There may be a widespread 
decline in demand affecting sales in general, as occurs with decrease in em¬ 
ployment and subsequent fall in income. The introduction of a new good 
may draw spending power away from others. Style changes on the whole 
are fickle and difficult to cope with and often bring high risk costs. Style in 
women’s shoes may change gready from the time a retailer places an order 
and the time when the shoes are on display in his store. A competitor may 
be smarter than others and get the cream of the trade. A successful adver¬ 
tising campaign for one commodity may lower the sales of another firm’s 
products. 

The risk of style changes has increased because of style becoming impor¬ 
tant in an increasing number of products. In addition, shifts in preference 
occur almost simultaneously in all parts of the country. A manufacturer or 
wholesaler can no longer depend for example on disposing of outmoded 
garments and yard goods in rural communities. 

Weather is a variable of considerable importance. It may cause demand 
to be rather erratic, or it may also bring into the market a larger supply of 
a product than usual, as happens at times with many farm products, the 
volume of which is greatly influenced by weather conditions. 

Risks are present. What can be done about them? There are two alter¬ 
natives: (1) reduce them even to the point of eliminating them; and 
(2) shift them to someone else. 

Much has been done to reduce risk. For example, the introduction and 
use of refrigerator cars, cold storage, and improved packing methods have 
greatly reduced the risk in handling perishable products. Safety vaults and 
good warehouse facilities have reduced risk from fire, theft, vermin, and 
insects. Rapid transportation has shortened the period between ordering 
and possible sale and so has reduced risk of loss due to price change. An 
adequate system of market news plays a very important part in reducing 
risks since in this way buyers and sellers are kept informed about factors 
likely to affect demand and supply of products. Dealers in style goods have 
at times made large outlays in studying style trends. Highly paid style 
experts are hired by some companies to attend style shows where models 
are displayed. Small inventories are carried of goods having an erratic 
demand; the seller depends on small rush orders and rapid transportation 
in order to have goods on hand when needed. This is a common practice 
in the clothing trades where it is impossible to predict with certainty before 
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the season starts just what will be popular. Although some clothing must be 
stocked for season opening, there is later a great rush of orders. Workers in 
clothing industries face alternating periods of unemployment and part- 
time work, and long overtime because of manufacturers’, jobbers*, and re¬ 
tailers* reluctance to assume the risk of stocking up in advance of opening 
sales. Through advertising campaigns firms may stabilize the demand for 
their product and prevent competitors from capturing all or part of their 
customers. The shifting from one brand of coffee or scouring powder or 
automobile to another is caused, partly at least, by the inroads made through 
advertising by one company on the market of another. 

The effort to reduce risk may lead at times to Government interference, 
as when tariffs are imposed and foreign exchange quotas established in 
order to reduce the risk of prices being lowered by foreign competition. 
The establishment of rates for rail transportation by the I.C.C. protects 
shippers from paying more than was expected for the shipment of certain 
goods; action to make rebates illegal removes the possibility that competi¬ 
tors may get especially favorable rates, which might tend to drive prices 
lower than would otherwise be the case. 

Risk in large part arises out of the existence of many competitors and 
the scanty knowledge each has of what others are doing. Risks may be 
reduced if business men are keen and well-informed in competition, or if 
they eliminate competition through buying or driving out competitors, or 
by making agreements with them. These agreements must be carried on 
sub rosa for they are considered by the courts to be illegal restraints of 
trade. 

A few risks can be eliminated, many can be greatly reduced, yet there 
are many which must be borne by someone. By means of insurance, risk 
of fire, theft, and damage of various sorts may be shifted to specialized 
companies. Such shifting of risk is familiar to everyone. By means of con¬ 
tracts, risks arising from possible change in price can be shifted from one 
person to another. Many retailers, especially mail-order houses, who are of¬ 
ten committed for a six months’ period to provide certain goods at specified 
prices, contract in advance with manufacturers. They have thus shifted the 
risk arising from possible change in the price of these goods. In order to 
induce a retailer to stock up on his goods at a time when there is talk of 
prices going lower and retailers, as a consequence, are holding back, a 
manufacturer may guarantee to make up the loss arising from a fall in 
price. He may agree, for example, to buy back at the original price all the 
unsold stock on hand if a price decline occurs. 

Hedging is a process of shifting risk by offsetting a present cash purchase 
with a future speculative sale in such a way that a loss on the present trans¬ 
action because of price fluctuation will be offset by a corresponding gain in 
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the future transaction. It is most highly developed in exchanges where 
dealings in futures occur as well as cash sales. Such markets exist for staple 
raw materials such as cotton, wheat, and other grains. To a lesser extent 
hedging is used in exchanges for metals, for example, tin, copper, lead, zinc, 
and for foods other than cereals, such as butter, eggs, coffee, cocoa, sugar, 
potatoes. There are also exchanges with some futures trading in silk, rubber, 
and wool tips. An exchange brings buyers and sellers together. Some people 
who come there to buy are interested merely in profiting from price changes 
which occur. Those with this interest are called speculators. When they 
anticipate a fall in price they sell futures; when they anticipate a rise in 
price they buy futures; they are risk-bearers. The economic function of risk 
bearing is important, but cannot be discussed at length here. 

In the exchanges also are those buying raw materials to be used in pro¬ 
duction, or wishing to secure title to goods which they plan to ship else¬ 
where or to sell to other dealers. Those concerned with production, storing, 
shipping, and assembling of goods derive their income from charges made 
for services rendered. In many cases they wish to avoid the risk of possible 
loss from change in price between the time when they buy and when they 
sell. This is done through hedging, by means of which one balances a pur¬ 
chase of actual goods with a sale in the future market. 

Thus a miller, for example, wishing to avoid loss through change in 
price, when purchasing wheat for milling also enters into a contract to 
deliver an equal quantity of the same product at some future date. Then 
when he sells the flour, the price of which tends to fluctuate with the price 
of wheat, he, on the same day, buys back his contract to deliver wheat at 
a future date. If the price of wheat goes up between the time wheat is pur¬ 
chased and the time the flour is sold, the flour will net a larger sum than 
was anticipated. But at the same time the price in the future market has 
also risen. So an amount larger than was anticipated will be needed to buy 
up his contract to deliver wheat in the future, and thus to cancel this obliga¬ 
tion. The gain from the rise in the price of flour is offset by the loss in can¬ 
celing the futures* contract. On the other hand, if, between the date of pur¬ 
chase of wheat and the date of sale of the flour, the price of wheat declines, 
then the flour will have to be sold at a price lower than was anticipated. 
But the price paid to cancel the contract for future delivery will have de¬ 
clined. The gain here would compensate for the decline in the price of the 
flour sold. In a perfect hedge there is no gain and no loss from change in 
price, the miller, for instance, getting only the charge made for converting 
wheat into flour. But it works out this way only if cash prices and future 
prices move together, a condition which does not always occur. 87 

There has been much controversy over the desirability of future trading 

87 For fuller discussion of the techniques of hedging see F. E. Clark, op. at., pp. 414-31. 
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on commodity exchanges. Some people claim that it increases rather than 
decreases the spread between producers and consumers and increases rather 
than reduces price fluctuations. Regulations of various kinds have been 
imposed. Limits have been set to the amount of the product to be con¬ 
tracted for by any one person. Squeezes and corners in the market are 
thus to be held in check. In addition, limits are placed on the price changes 
that may occur in any one day. The “ever-normal granary” program of the 
A.A A. and other action putting price floors under agricultural products 
have reduced the importance of the futures market. 

Hoffman, in writing of the grain futures market under the Commodity 
Exchange Act as of 1938, states: 

The act is based upon the premise that futures trading properly conducted is 
capable of making a net contribution to the market ... it is capable of provid¬ 
ing a more responsive and more delicately adjusted price structure; it is capable 
of supplying a news and quotation service not likely to be so complete in its 
absence; it is capable of supplying a measure of price insurance through hedging. 
These are matters of social net gain. 88 

Hedging, for example, reduces risk of credit to finance goods in storage 
and transit. 


Some Reasons Why Marketing Costs 
Differ with Type of Product 

As one relates various products to functions that must be performed by 
marketing agents, when costs of such things as transportation, storage, 
finance, and risk, for example, are considered, some reasons why marketing 
costs vary widely from product to product are obvious. Food staples are less 
costly to market than perishable foods. Style goods will run high because 
a large variety must be stocked, considerable salesmanship is needed, and 
style risks are high. Household appliances will be relatively costly to handle 
because installation is necessary and credit is wanted; in addition, effective 
salesmanship includes consumer education in proper use. Further system¬ 
atic study by type of product will contribute to our knowledge of marketing 
costs. 


Interdependence of Costs 

Low total expense cannot be explained by low expense in any one func¬ 
tion or operation. A merchant may keep his cost of financing low by having 
small inventories. This is, however, only possible if he has frequent deliv¬ 
eries that increase transportation costs. More time given to careful buying 

88 G. W. Hoffman, Gram Prtces and the Futures Marfa, a 15-year Survey, 2925-1 958, 
U. S. Dept. Agr. Tech. Bui. 747, 1941, p. *72. 
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may reduce selling costs. One type of selling cost may be substituted for 
another. For example, mail-order houses substitute the cost of voluminous 
catalogues for personal salesmanship. 

Efficiency of Marketing 

This survey of functions has served to indicate the diversity of marketing 
activities and their interdependence. With existing complexities and many 
changes occurring, it is not strange that criticisms arise. For example, the 
rapid development of transportation has increased the difficulty of knowing 
where to buy and where to sell. Mistakes are made in distributing and 
holding products. Cross hauling, roundabout shipping, extra handling, and 
waste from delays occur. Some markets are glutted with perishable prod¬ 
ucts while others are short. Trade habits are pardy responsible, such as 
shipping to a certain market without thought of ultimate destination. More 
and better market information than has yet been available would tend to 
eliminate some mistakes. Knowledge of what other shippers are doing, 
of prices in various markets, and of qualities demanded is especially needed. 
Such information is particularly important for perishable products because 
reshipment is impossible and delay often leads to wholesale spoilage. 

The cost of marketing is the cost of performing functions. The really 
efficient market is one which provides the services wanted, and one in 
which no waste occurs in the performance of any of the necessary functions, 
either by reason of faulty methods, or because of duplication or waste in 
organization. Performance in none of the functions discussed is perfect, 
although defects are more conspicuous in some than in others. In the 
mechanized aspects of marketing, the shipping, stormg, and general han¬ 
dling of the goods, many improvements are needed. Mistakes are all too 
often made in coordinating demand and supply either from lack of ade¬ 
quate knowledge or absence of skill in dealing with complex situations. 
Much inefficiency in the opinion of certain people is inherent in conditions 
of competition. Many suggestions for improvement tend to seek more Gov¬ 
ernment control or assistance in provision of increased market news, in 
better grading and more informative labeling, in better terminal and cen¬ 
tral market facilities. 

The performance of these functions must be viewed in relation to market 
structure, the next topic to be discussed. Following this, broad issues bearing 
on marketing costs will be considered. 



CHAPTER XI 

CHANNELS OF DISTRIBUTION 1 

Consumers buy in the retail market. Yet a knowledge o£ the movement of 
goods before they reach this final oudet is of interest here. Efficiency in 
handling goods at all points affects costs and thus has a bearing on price. 
From many quarters comes much criticism of middlemen. It is interest¬ 
ing to learn who they are, why various ones continue to have a place in the 
market system. 

Only broad-outlines can be sketched. Detailed knowledge of separate 
commodities is necessary to get a full appreciation of the market system. 
Special attention will be given to the dynamic nature of market relation¬ 
ships and the relation of changes to efficiency. The automobile, hard-sur¬ 
faced roads, the radio are important factors promoting change. 

Who are Middlemen? 

All those between producers and consumers are at times lumped to¬ 
gether and described as middlemen. Farmers usually include in this group 
both processors and manufacturers who convert raw materials as well as all 
agencies engaged in getting raw materials to manufacturers and proces¬ 
sors and finished goods to consumers. Three principal groups are active 
in marketing: (i) those who actually purchase or take title to goods, for 
example, retailers, jobbers, wholesale receivers; (2) those who directly as¬ 
sist in making purchases, that is, help in bringing buyers and sellers to¬ 
gether and arrange terms of sale, e.g., brokers and commission men; and 
(3) those performing functions not directly connected with transfer of 
title to goods but yet whose activities are very important in marketing as 
a whole. In this latter group are, for example, railroads, trucking lines, pub¬ 
lic warehouses and cold storage plants, banks and other credit institutions, 
advertising agencies, firms engaged in collecting, analysing and interpret¬ 
ing market news, those who grade and inspect products, and provide in¬ 
surance. Middlemen will be thought of as those actually taking possession 
of goods, while those assisting in transfer of tide will be called functional 
middlemen. In this book the term middlemen is not applied to the third 
group. 

1 For detailed discussion see R. S. Alexander, and others, Marketing, 1940, chs. 6 to 14. 
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When families ate food raised on their own or neighboring farms, wore 
shoes made by the local shoemaker and used furniture designed and con¬ 
structed by the local cabinet-maker, very few people were giving full time 
to buying, selling, and otherwise distributing goods. To a very limited ex¬ 
tent producers still deal directly with consumers without intervening mid¬ 
dlemen. This occurs, for example, when farmers sell their products at the 
roadside, in the local public market, from house to house in a neighboring 
town or small city, to hotels and restaurants, and to regular customers in 
nearby cities whom they supply perhaps by parcel post, with butter, eggs, 
and other commodities. But eggs, for example, do not in this way get from 
the State of Washington to families living in New York City. 

Main Channels of Distribution 

A gready simplified picture of distribution is presented in Figure 12. It 
serves to high light two major marketing processes: (1) concentration, the 
process of bringing together raw materials in finished goods to increase the 


Fig. 12: Concentration of Products on the Way from Producers to Consumers * 



volume handled, and (2) dispersion, the movement of goods which have 
been assembled to factories for processing and manufacturing, and more 
important still to millions of consumers, who live in widely scattered com¬ 
munities. This diagram may be taken as fairly typical of much of the dis¬ 
tribution of some farm products like eggs or fresh fruits and vegetables, 
which move to distant markets and which, at the farm, are already in a 
form ready for the final buyer. 

A market is any place where buying and selling takes place, 2 In the proc- 

* There are two other concepts of “market." "It is thought of also as the aggregation of 
interrelated organizations whose business it is to buy, sell, transport, and store a given sort 
of good. . . . Finally, a market is often spoken of as the sum of conditions or forces that play 
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css of concentration and dispersion four distinct types of market have 
evolved: local, central, jobbing or wholesale, and finally the retail. The 
local and central markets are primarily concerned with concentration and 
the jobbing and retail markets with dispersion. 

There are so-called orthodox channels of marketing, more or less sanc¬ 
tified by tradition: for fresh fruits and vegetables these are producer, local 
market, central market, wholesale jobber, and retailer markets; for manu¬ 
factured products they are manufacturer, jobber, retailer. Marketing chan¬ 
nels at the present time are, however, in a state of flux. 

Local Markets 

In local markets farm produce and other raw materials are exchanged. 
Some products then move directly to consumers, and some to local fac¬ 
tories. Local factories are likely to be important for products which are 
perishable or bulky, and for which there is a high percentage of waste ma¬ 
terial. Lumber mills, creameries, factories canning fruits, vegetables, salmon 
and other fish, and sugar refineries, are examples of processing located 
close to producers of raw materials. Transportation rates on materials in 
different stages of processing are very important in determining the loca¬ 
tion of factories. 

The great bulk of farm produce at the present time moves from small 
producers to distant markets. The first sale usually takes place in the local 
market. This happens, for example, with such things as fruits and vege¬ 
tables, grain, wool, cotton, poultry, livestock, and walnut logs, as well as 
many products coming from foreign countries such as coffee and rubber. 

Auction markets in some areas are important. For example, in 1937 there 
were 900 local livestock auctions in the Corn Belt. At these farmers buy 
feeder stock and packers buy livestock ready for slaughter. Local auctions 
are also important in handling of small lots of fruits and vegetables. In 10 
Eastern States the volume of sales increased seven-fold between 1927 and 
1936, 50 per cent of the total sales of strawberries in these States going 
through local auctions. 3 

Where production is on a small scale, local markets are especially im¬ 
portant as concentration points for further shipment. A single producer 
finds transportation charges very high when his produce comprises less than 
a carlot. In addition, he has a great variety of tasks to perform, and has 
little time to get acquainted with methods of sale in complex markets which 
he seldom visits. Fearing unfair treatment, he hesitates to make sales with 

upon and determine prices.” F. B. Garver and A. H. Hansen, Principles of Economics , 1937, 
p. 81. 

8 Farm Credit Administration, Operation of Small-lot Country Fruit and Vegetable Auc¬ 
tions, Circular C-118, 1940. 
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dealers whom he does not know. Moreover, he may want cash immediately 
and does not want to await returns from sales made direct to someone in 
the central market. As a rule only large-scale growers deal directly with 
agents operating in central markets. Consequently most of the produce 
which farmers have to sell passes through the hands of local buyers who 
combine that of several farms. Occasionally they grade and pack the prod¬ 
ucts as is the case with some fruits. They also provide local storage which 
is used, at times, by producers who want to hold products for later sale. 

Operating in the local market are to be found independent buyers and 
those acting as agents or employees of manufacturers, processors, or whole¬ 
sale dealers in central markets. The main job of resident buyers is to pur¬ 
chase and ship certain products, for example local grain buyers whose 
elevators are characteristic of grain areas; potato buyers in such States as 
Maine and Idaho; cotton, wool, dairy, poultry produce, and other specialty 
buyers in regions where these products are a major feature. Traveling 
buyers, moving from one district to another, are likely to be important 
where the amount of produce in a community is relatively small. They also 
move from one area to another as the crops mature, setting up headquarters 
in towns or visiting farms. Much tobacco is bought in this way, also fruits 
and vegetables, poultry, wool, cotton, and cattle. Cooperative associations 
controlled by growers have been an increasingly important outlet for grain, 
fruit, dairy products, tobacco, cotton, wool, and other products. Another, 
and by no means unimportant, buyer in the local market is the local retailer 
who buys butter, eggs, poultry and other things for local consumption, and 
also buys these products plus many others, for example, wool, cotton, and 
hides, for shipment to central markets. 

Central Markets 

In central markets occurs the peak of concentration, particularly of buy¬ 
ing and selling. A huge volume of products flows in from local markets. 
Here also is the beginning of dispersion. Large amounts of goods moving 
into one central market are later shipped to other cities. Since all great cen¬ 
tral markets are located in large cities, much of the food shipped in moves 
directly through local jobbers and retailers to consumers. They are also 
important manufacturing centers, so that much of the raw material 
passes to factories and processors without reshipment. 

Chicago, St. Louis, Kansas City, and Minneapolis are the great central 
markets for grain and livestock as well as other products. New Orleans is 
important for cotton, Boston for wool, New York City for rubber and 
coffee. Extensive transportation facilities characterize central markets. In 
them are located great terminal elevators, public warehouses, and cold 
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storage plants which serve as reservoirs making it possible to regulate the 
flow of goods to consumers and to factories. Here are to be found the great 
banks and other credit institutions providing funds for financing on a large 
scale. Qualified inspectors are on hand to grade products. Special facilities 
are available for transmitting market news. Agents for trucking and rail¬ 
way companies are at hand with information. Buyers and sellers galore 
throng the market, some dealing in only one type of product, for example, 
wheat or citrus fruits, and others handling a very wide range. There are 
wholesale receivers who buy goods outright; commission dealers and bro¬ 
kers who act either for buyers or for sellers and are paid a fee for their serv¬ 
ices; speculators buying merely to resell without thought of serving any 
particular group in the process of moving goods on their way; exporters, 
importers, manufacturers’ agents, agents of large retail organizations, 
wholesalers who buy raw material for shipment to manufacturers, and 
wholesalers who buy consumer goods to sell to jobbers or retailers. 

At these concentration points produce exchanges and auctions have been 
established to facilitate buying and selling. Both of these institutions merely 
provide a place for buyers and sellers to meet. The produce exchanges may 
or may not provide for trading in futures. They do in all cases, however, 
regulate business dealings, agree on grades for products handled, provide 
a system of inspection, and help in collecting and disseminating market 
news. Auctions are important in the sale of semi-perishable products, for 
example, citrus fruits and boxed apples, although in the food auctions of 
New York City a great variety of products is sold. In such an auction only 
carefully graded and packed products are sold. Sale by sample is used, and 
in a very short time a large volume of produce changes hands. Sellers in 
these markets are for the most part wholesaler receivers and commission 
men, and an occasional large shipper. Much of the produce passes in this 
way to jobbers, large-scale retailers and to small-scale businesses through 
the medium of a broker. 

It is in the central markets that price-determining factors are most clearly 
seen. Here buyers and sellers are specialists and are better acquainted than 
those in other markets with the demand for and the supply of products 
being exchanged. Here buying for shipment to distant markets as well as 
for nearby markets is carried on. Here only large quantities are traded and 
a small difference in unit price is of great importance. Sellers and buyers are 
in touch with many communities, their contacts serving as the feelers of a 
giant organism sensitive to changing demand and supply. 

For many farm products, e.g., livestock, grain, vegetables, and fruits, 
central markets in terms of physical volumes have declined in importance. 
Minor concentration points have developed. Trucks, hard-surfaced roads, 
the radio, plus the use of standard grades and organized news service, lessen 
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the need for physical concentration. Congestion in city markets and high 
terminal charges have also been a factor. 4 

Price setting in the central market has nevertheless remained important. 
Shepherd writes: 

As standardization began to appear in a few commodities, the grains specif¬ 
ically, it became less necessary for the goods to follow the same route as the 
transfer of tide. The goods might still be sold on the central market, but they 
could be sold by description; the physical good itself might move direct from 
seller to buyer without going through the central market at all. Full advantage 
could then be taken of the accurate price-determining facilities at the central 
market, but the savings in transportation and handling charges resulting from 
the physical commodity short-cutting the central market might be considerable. 5 

Some people fear that central markets cannot properly perform their 
price-setting function if large physical volume does not move to them. One 
study by the U. S. Department of Agriculture concludes that for hogs de¬ 
centralization has not impaired the price-regulating function of the central 
markets. 6 

If decentralization continues, however, it may be true that “a drastic 
change in the basis of quotation on price-reporting policy will probably 
have to result if the volume of trading on the central markets continues to 
fall" 7 8 

Produce exchanges and auction markets with open bidding are unim¬ 
portant in selling manufactured products. Goods of various manufacturers 
are more differentiated, more individual or unique than products of farms. 
If manufacturing is done on a large scale a central market is not necessary 
in order to make possible large-scale buying, selling and shipping. Where 
factories are small scale, as occurs for example, with the canning of fresh 
fruits and vegetables, something approaching a local-central market rela¬ 
tionship exists. The Federal Trade Commission in reporting on the canned 
foods industry writes: 

A most important effect of the prevalence of scattered establishments on the 
method of distribution has been the resort to the broker of canned goods. The 
small size of the ordinary cannery has made the establishment of an expensive 
selling force impracticable, and the distance of the canners from the jobbers, 
who are located in large cities, has necessitated recourse to a brokerage or selling 
agency in the vicinity of the jobber. 5 

4 For discussion, sec W. G Crow, Wholesale Markets jor Fruits and Vegetables tn 40 Cities . 

U. S. Dept, of Agr., Circ. 463, 1938. 

6 G. Shepherd, Agrtcultw al Price Analysts, 1941, p. 19. 

6 U. S. Dept of Agr., Misc. Pub. 222, 1935, P- 22. 

7 W. H. Nicholls, Post-War Developments tn the Marketing of Butter, Iowa Agr. Expt. Sta., 
Res. Bui 250, 1939, p. 369. 

8 Report on Canned Foods: General Report and Canned Vegetables and Fruits (1918), p. 2. 
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For certain types of manufactured goods there are central wholesale dis¬ 
tricts having many characteristics in common with central markets already 
described. New York City is famous for its central wholesale market for 
manufactured goods. Here are established the sales offices of many manu¬ 
facturers, having factories in New York City or elsewhere. In addition there 
are importers, wholesalers, and commission agents specializing in almost 
every type of commodity. This concentration of selling agencies attracts 
many buyers, among them brokers, jobbers, and agents of large-scale re¬ 
tailers who wish to see goods and compare prices. 

Jobbers or Wholesalers 9 

The main business of jobbers is to assemble products for later sale to 
retailers. Consequently they tend to handle a much greater variety of goods. 
They are, moreover, concerned with finished consumer goods and not with 
raw materials on their way to manufacturers. Large cities all have jobbing, 
or what are often called wholesale districts, serving the immediate city 
and surrounding territory. Jobbers may purchase products such as fresh 
fruits and vegetables, eggs and butter in central markets or through brokers, 
or buy direct from growers or in local markets. In buying manufactured 
goods the jobber may deal directly with the factory or factory agent, or 
through brokers or commission men, or with other jobbers or whole¬ 
salers. 

The jobber in his position between manufacturer or-more highly spe¬ 
cialized wholesaler and retailer renders several important services. He as¬ 
sembles goods from a great many factories and other sources so that a re¬ 
tailer in his buying needs only to contact two or three buyers rather than 
several hundred. He buys on a large scale and thus pays a lower per unit 
price to the manufacturer than would be possible for a retailer ordering 
only a small shipment. Goods in large lots are shipped and transportation 
costs thus kept down. The jobber provides storage from which a retailer 
may quickly replenish his stocks so that the amount kept on hand can be 
low, thus reducing his cost of storage, financing, and risk resulting from 
possible price change. In addition the jobber may help to finance the retailer. 
Being closely in touch with the wholesale market, he can advise the retailer 
about important changes and help him in his ordering. He may also assist 
him in general management such as accounting and analysis of stockturn. 

To one side of the jobber is the retailer, to the other the manufacturer. 
His service to the latter lies in establishing connections with retailers, solicit- 

9 The terms jobber and wholesaler are often used synonymously. However, the latter term 
is at times used to mdude all those whose unit purchase and sale is large and thus includes 
almost all marketing agents except retailers and local buyers. 
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ing orders, providing storage, taking charge of transporting, breaking bulk, 
keeping manufacturers informed of changes occurring in consumer prefer¬ 
ences and retailing conditions and, in some cases, especially where small 
factories prevail, even extending credit to manufacturers. 

Jobbers may be classified on the basis of the region they serve, the kind 
of goods handled, the functions performed. There are regional and national 
as well as local jobbers who confine their operations to a single city. Some 
jobbers handle a very wide variety of goods, e.g., a full line of hardware, 
groceries, drugs, dry goods. As a result they stock not only many types of 
goods but a wide selection within each, including many competing brands. 
At the other extreme are specialty jobbers who handle only limited lines, 
for example, paints, men’s hats, etc. There are jobbers with established 
warehouses sending out agents soliciting orders, buying in advance, stor¬ 
ing goods to be on hand when needed, extending credit, etc. There are 
others, often called new line wholesalers, rendering limited services. Drop 
shippers, for example, carry no stocks. Their jobbing consists of contacting 
retailers, securing orders, placing these with manufacturers and later de¬ 
livering goods. They at times perform this service on a commission basis. 
Full-service wholesalers, in addition to “a regular business,” may handle 
some goods on this basis. A drop shipper is often not so prompt as a jobber 
who keeps a stock, but his charge is relatively low. In the field of staple com¬ 
modities, cash-and-carry jobbers have developed. They carry only fast-mov¬ 
ing lines, extend no credit and give no free delivery. As a result of limited 
service given they may be able to quote prices 5 to 10 per cent below those 
of regular jobbers. Wagon or truck jobbers are becoming increasingly im¬ 
portant in cities. They have a regular route and sell commodities direcdy 
from trucks. Fruits, vegetables, ice cream, bakery goods and other foods are 
wholesaled in this way. Competition between independent retailers and 
chains has been largely responsible for some of these developments in whole¬ 
saling. 

The Census provides a measure of the relative importance of jobbers of 
some products. For example, sales from producers to retailers constituted 
72 per cent and 60 per cent respectively, “women’s, misses’, and children’s,” 
and “men’s and boys* ” clothing. 10 Shoes to a much greater extent than 
other clothing were handled by wholesalers. Two-thirds of the total food 
sales by manufacturers were to wholesalers and 28 per cent to retailers; the 
proportions for drugs were much the same. 

The general tendency for the past two decades at least, have been for 
wholesalers to decline somewhat in importance. The shift in the marketing 
of butter has many counterparts: 

10 See S. Kuznets, Commodity Flow and Captud Formation, vol. 1 ,1938, pp. 178-79. 
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From 1926 on . . . increasing amounts of butter were diverted from the more 
lengthy channels, which included the wholesalers and jobbers, to the more direct 
integrated route. 11 


Fig. 13: The Flow of Manufactured Consumer Goods from Manufacturer 

to Consumer * 



•Included here are goods commonly sold to consumers through retail stores. Consumer 
goods sold to railways, hotels, restaurants and other so-called “industrial consumers” are 
not included. These data were adapted from a chart presented in the reports of the Fifteenth 
Census of the United States, Distribution, Vol. II, p. 7. Estimates had to be made concerning 
the flow of goods from manufacturers* wholesale branches to regular wholesalers. The goods 
are valued f.o.b. factory prices. Of the 4.7 per cent of sales direct from manufacturer to 
consumer, $382,894,000 out of $1,553,367,000 represented sales of manufactured gas. 

11 la. Agr. Expt. Sta., Res. Bui. 250, p. 337. 
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For all products sales direct from manufacturers to retailers constituted 
33.7 per cent of their total sales in 1929 and 41.6 per cent in 1935. 

An analysis of the jobber’s services nevertheless suggests that he will prob¬ 
ably be important for some time to come. The recent hand-to-mouth buying 
by retailers seeking to‘reduce their costs of storage, financing and risk have 
tended to strengthen his position. In any case the 1940 census of distribution 
reports 200,573 “wholesale establishments” against 168,820 in 1930. 

Direct sales from manufacturer to retailer without the assistance of a 
jobber are common in certain circumstances: (1) Between local factories 
and retail stores, e.g., bakeries, dairies, local abattoirs, (2) Where retailers 
operate on a large scale so that the size of each order is large, (3) When the 
manufacturer makes a great variety of products, as is the case with the 
National Biscuit Co., (4) When the product handled is relatively high in 
value and tends to be sold in specialty shops which handle only a few goods, 
e. g., automobiles, furniture, (5) For style goods where delay at any point 
in selling involves considerable risk, (6) In large cities, in contrast with 
small towns and sparsely settled communities, where the volume of sales 
in the community will pay the cost of a manufacturer’s sales agency, (7) 
When the manufacturer is particularly anxious to increase the sale of his 
product through retail stores, as in introducing a new line. 

On the other hand sales through jobbers tend to be relatively important 
to stores other than chains: (1) Where stores are located in small cities and 
towns and volume of sales per store is small, (2) If a great variety of goods 
is handled as is the case with grocery, drug, and hardware stores, (3) Where 
the manufacturer is highly specialized and particularly if he operates on 
a large scale, (4) When factories are small and goods are sold in distant 
markets, (5) Where retail stores have only a very small volume. And in 
this connection it is interesting to note that the 1930 census of distribution 
revealed that during 1929, gross sales of 64 per cent of the retail stores in the 
United States were less than $20,000 and 27 per cent of all the stores had 
gross sales less than $5,000. 

Retail Stores 

The retailer sells to the consumer. For most goods he is the last in a long 
chain of agents. To a limited extent retailers in small towns and cities buy 
butter, eggs, and other such foods directly from local growers; many buy 
direct from local dairies and bakeries, and a few even buy direct from large- 
scale manufacturers. But for many commodities retailers, except where 
volume of sales is very large, buy from jobbers and other wholesale agents. 

The retailer normally performs all the main market functions. He must 
estimate in advance what consumers arc likely to want, he must buy 
from many sources, provide storage so goods are on hand when wanted, 
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and sell in suitable quantities, Bis unit of sale often being very small. Goods 
must be displayed for inspection and in some cases advice given as to goods 
satisfactory for various uses. The retailer is in a better position than any 
other marketing agent to influence consumers and thus to affect competition 
between substitute products. But intensive advertising, by means of which 
many manufacturers have established good-will for their brands, tends to 
lessen the influence of the retailer in this respect. The retailer at times ap¬ 
pears to be acting more as the selling agent of manufacturers than as the 
buying agent of consumers. 

Sometimes a retailer tends to buy in smaller quantities and to depend on 
more frequent deliveries than formerly. This reduces his risk of loss through 
price change and also his storage costs. It has, however, tended to increase 
transportation charges and certain other costs to jobbers. Some jobbers* 
have attempted to check this tendency by placing a minimum on the size 
of order to be accepted. A system of quantity discounts is also used although 
these are not usually arranged so that each size of order bears its full share 
of overhead costs. 

Later trends in and social policy with respect to retailing will be con¬ 
sidered. 


Multiplicity of Channels 12 

Figure 14 depicts the channels for marketing fresh fruits and vegetables. 
Equally complex pictures could be presented for other products. This mul¬ 
tiplicity of channels is pardy the result of adjustments occurring. New 
channels have grown up and old channels on the way out still continue. It 
also reflects the diversity of channels needed to provide for the varying 
needs of those who buy and sell in the market. 

Integration of Marketing Functions 

Integration, that is the combination in one firm of functions formerly 
carried on by other firms, is a major change occurring. Manufacturers* 
sales direedy to consumers are however important for only a few products. 
Fuller’s brushes are a well-known example. 

In 1929,44.5 per cent of the sales of producers from printing and publish¬ 
ing, and 17.6 per cent of furs were direct to ultimate consumers. However, 
only 4.7 per cent of all goods bought by consumers were purchased di¬ 
rectly from manufacturers and 3.3 per cent from manufacturers’ retail 
branches. 

No major trends toward more producer-to-consumer sales are apparent. 

• 12 For further discussion of market channels see Fifteenth Census of the United States, 
"Distribution," 1930, vol. A, pp. 5-10. 
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Fig. 14: The Channels of Distribution of Fruits and Vegetables * 
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* From Fruttaco Standard, house organ of the Fruit Auction Company of New York, July, 
1928. 


Manufacturers, in order to take advantage of mass production and special¬ 
ization, usually restrict themselves to a very limited number of commodi¬ 
ties. Consumers usually favor the convenience of having a wide range of 
goods assembled at one place. Some manufacturers who open stores for 
the purpose of retailing their own products may purchase goods from other 
sources, or receive on consignment related products, in order to have a 
line of goods adequate to attract buyers to the store and to have sufficient 
volume to keep the per unit cost of retailing reasonably low. A lumber 
manufacturer, for example, may retail his own materials plus building ma¬ 
terials from other sources. 

Even so, manufacturing concerns with a huge output to dispose of have 
become increasingly active in marketing their product. In an effort to in¬ 
crease the sale of their product they have at times found direct contact with 
retailers more effective than selling through jobbers, who are handling 
many competing brands and are interested in total volume of sales rather 
than in the sale of a particular brand. In only a very few instances have 
manufacturers found it worth while to go into retailing. 

The growth of large scale retailing has been a conspicuous factor bring¬ 
ing integration. Of chains Rasmussen writes: 

By reason of their control over hundreds of retail outlets, the buyers for these 
organizations [chains] are able to enter the field with a very definite idea of the 
exact volume, quality and package which they require. Thus, they are able to 







CHANNELS OF DISTRIBUTION 167 

buy spinach, or lettuce, or apples, of the quality desired, have them packed at 
the shipping point in containers exaedy suited to their own retail store, load them 
in solid cars or truck loads, and send them direedy to regional terminal ware¬ 
houses, from which point delivery is made by truck to their neighborhood retail 
stores. In this way, they are able to avoid much of the rehandling, cartage and 
physical waste which takes place on produce handled through the ordinary con¬ 
gested market terminals of our large cities. Studies of the costs of marketing fruits 
and vegetables indicate clearly that the three largest elements of costs are cartage, 
spoilage and the wage cost of selling. 18 

Local markets are no longer merely tributaries to a central market. Their 
invasion by a new type of buyer has brought some changes, and others are* 
declared to be needed. Farmers are urged to organize and sell cooperatively 
not only in order to provide the quality and kind of packaging these new 
buyers want, but also to strengthen their bargaining power. Local market 
changes may well reduce the cost of marketing as well as help to establish 
a balance of power necessary to a sense of fairness and justice. 

Similar integration in buying manufactured products is occurring. Mc¬ 
Nair, for example, reports that “The proportion of goods purchased direct 
from manufacturers was very high in shoe chains and relatively high in de¬ 
partment store chains, variety stores, and grocery chains.” He found, how¬ 
ever, that “The reporting drug chains in 1932 made only about half their 
purchases direct from manufacturers.” He says, “Apparendy many drug 
stores in 1932 (presumably the smaller ones) utilized wholesale intermedi¬ 
aries as a source of supply more freely than did some of the other types of 
chain store enterprise.” 14 

Some jobbers and retailers have reached back into the field of manufac¬ 
turing, operating factories producing the goods which they distribute. Chain 
stores do some of their own manufacturing. Although the proportion of 
total products handled which come from their own factories is small, 15 the 
products of some factories operated by retail chains are quite important. 
For example, A&P [the Great Atlantic and Pacific Tea Co.] is the third 
largest firm in the canned milk industry. 

In addition, some manufacturers have established retail chains to sell 
their products. These are most common in confectionery and men’s shoes. 

Integration between retailers and local and wholesale markets may have 
several advantages. The presence of large retail buyers in local markets 

18 M. P. Rasmussen, "Recent Changes in the Distribution of Fruits and Vegetables and 
How Growers can Meet Them,” Proceedings, Nat. Ass’n. Marketing Officials, vol. 14, 1934, 
p. 43 - 

14 Malcom P. McNair, Chain Store Expenses and Profits, Har. Univ., Bur. of Bus. Res., 
Bui. 94 (1934). P- 5 - 

15 The Federal Trade Commission investigation secured reports from 162 manufacturing 
chains. These manufactured 15 per cent of their total retail sales. Goods manufactured by 
x,o68 chains reporting on manufacturing amounted to 8.1 per cent of total sales. Chain Store 
Manufacturing, Sen. Doc. 13, 1933, p. ix. 
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may lead to an improvement in quality. In place of accepting the quality 
available, the buyers tell farmers and local processors what the quality 
should be. Buyers of large retail stores are in a better position to know con¬ 
sumer preference than are producers. 

Integration between wholesalers and retailers, in many cases, cuts some 
costs. For one thing the stock carried at the warehouse can be kept at a 
minimum because of better facilities for knowing what the future needs 
are likely to be in the retail units being served. The central wholesale or¬ 
ganization avoids the cost of selling to retail units. It also avoids the risk 
' that another wholesaler may capture the patronage of the retail units which 
it serves. Retail codperatives and voluntary chains have used this same 
method to reduce the cost of getting merchandise to retail stores. 

At other points per unit costs are lower. Transportation costs at times 
are reduced to quite a low point by chains operating their own trucks. Oper¬ 
ation at full capacity in servicing the various units may reduce costs below 
the charge of trucking companies doing the same business for independ¬ 
ents. The very fact that units are established in different communities re¬ 
duces the risk of loss from changes in local conditions. Goods not salable, 
except at a very low price in one community, may readily be moved to 
another. 

In integration cooperative action of several types has occurred. Some of 
these will be considered. 

Cooperative Marketing by Farmers 16 

Farmers undertake cooperative marketing both as buyers and as sellers. 
Their cooperative purchasing during the year 1939-40 amounted to $358,- 
000,000, 17 feed, fertilizer, gas, and oil being the major items. Cooperative 
buying of these is undertaken in order to cut marketing costs and to evade 
or to reduce high prices arising from combines or other types of monopolis¬ 
tic practices. In a few cases, farm groups have undertaken the production of 
their own fertilizer and feed. Farmers’ cooperatives in their purchasing are 
in some cases affiliated or a part of a consumers’ cooperative, a type of re¬ 
tailing to be discussed later. 

Their selling activities, which in some cases include some processing, are 
even more important, volume of sales in 1939-40 being $1,729,000,000. Ap¬ 
proximately one-third of this amount was from the cooperative sale of 
dairy products. For the year 1935-36, it is estimated that 40 per cent of the 
fluid milk, and 36 to 37 per cent of the butter were marketed by farmers’ 

ia For short systematic discussions, see 1940 Yearbook, of Agriculture , pp. 684-719; and 
Farm Credit Adm n The Story of Farmers* Cooperatives , Cir. E-23. 

17 U S. Farm Credit Administration, Utsc. Report 34, 1941. 
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cooperatives. For citrus fruits in California the proportion was 85 to 92 per 
cent. 18 

Cooperative marketing associations perform many functions. In most 
cases they replace the services of other local buyers and provide warehouse 
space, do assembling, grading, packing, and shipping, and make necessary 
contacts in the central market. 

The establishment of local associations has been stimulated by various 
situations. In a very few cases there was no specialized buyer to handle 
products. At times it has been felt that shippers charged too much for serv¬ 
ices rendered and as a result kept returns to growers unduly low. Another 
grievance has been the failure of buyers to pay enough for better grades. 
The associations in many instances have done much to increase the use of 
standard grades. This has lowered certain marketing costs, and price differ¬ 
ences between grades have induced producers to adjust production to con¬ 
sumer demand and to improve quality. Associations in many cases have 
been able to lower operating costs below those of independent buyers merely 
because of the large volume handled. One association at times replaces sev¬ 
eral local buyers. 

In some cases producers’ cooperatives have grown far beyond local asso¬ 
ciations serving a single community. The federation and large-scale central¬ 
ized associations are very similar in function and organization. Federations 
were originally developed by fruit growers. They are now employed in the 
marketing of dairy and poultry products, potatoes, walnuts, and some 
others. The activities of the federation are usually confined to transporta¬ 
tion, locating markets, stimulating demand, making sales, attending to col¬ 
lections, arranging for and supervising the production credit required by 
growers, obtaining favorable legislation. A federation is presumably con¬ 
trolled by the local cooperative associations. 

A terminal market sales agency is located in the central market. It is pri¬ 
marily concerned with sales. 

Bargaining associations also exist. They are organized for the prime pur¬ 
pose of negotiating with buyers concerning prices to be paid and quantities 
of the product to be delivered. Such associations are particularly important 
among dairy farmers. They exist also among sugar beet growers. 

Service associations have in many cases been organized to perform one 
or more services, connected with marketing. They may operate community 
warehouses, test products and certify their quality, conduct advertising and 
merchandising campaigns, operate truck lines, and supply credit on a 
cooperative basis. 

Land O’Lakes Creameries, Inc., and the California Fruit Growers Ex- 

18 R. S. Alexander, Marketing, 1940, p. 338. Estimates are based on data published by the 
F.C.A. 
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change are excellent examples of highly developed cooperatives. In the 
state of California over 10,000 growers of citrus fruits are organized in over 
200 local associations. There are 22 district exchanges whose managers are 
elected by local associations. The locals pick and assemble the fruit at ware¬ 
houses. There it is graded and packed. Oranges bear the “Sunkist” brand. 
District exchanges are in charge of all sales. In addition the central exchange 
has agents in all main markets of the United States and Canada. Through 
them market information is gathered. The central exchange also conducts 
advertising campaigns and attempts to develop new markets and control 
volume. By operating on a large scale, expert management can be secured, 
warehouses are provided at various concentration points, a thorough study 
can be made of proper standards and grades, demand in distant markets 
can be studied, widespread selling campaigns may be launched, market in¬ 
formation can be collected and analysed. Adequate storage, financing, and 
study of the market tend to eliminate gluts and shortage. 

At times large cooperative associations in the interest of what they call 
“orderly marketing” have “overjudged” the market and held products for 
a rise in price which never came. By their actions they were responsible for 
keeping prices to consumers, during a certain period, higher than was 
necessary and bringing loss to producers as well. 19 

Some cooperatives aspire to price fixing. Certain policies of the AAA. 
have served to strengthen this desire. Associations are held back by legal 
restriction and public opinion, as well as the difficulty of getting the neces¬ 
sary cooperation in restricting production. 

Cooperative marketing by farmers has the blessing of the Federal Gov¬ 
ernment. The avowed purposes of the Agricultural Marketing Act of 1929 
was to promote efficiency in merchandising agricultural commodities; to 
eliminate inefficient, wasteful methods; to minimize speculation; to control 
surpluses through orderly production and distribution; and to put agricul¬ 
ture on a basis of economic equality with other industries. In achieving 
these ends, cooperatives were to be encouraged. Several methods have been 
used. 

The Federal and State Governments have encouraged these cooperative en¬ 
terprises through special incorporation laws, exemption from certain taxes, loans 
. . . and advice and assistance through research and educational institutions. 20 

Yet success in cooperative marketing is not a simple process which always 
results when a few fanners, actively discontented with existing methods, 
organize to sell their own products. Efficient managers are hard to find at 

19 For further discussion of marketing cooperatives see F. E. Clark and L. D. H. Weld, 
Marketing of Agricultural Products, chs. XXTV and XXV; and H. E. Erdman, Possibilities 
and Limitations of Cooperative Marketing, Cal. Agn. Exp. Sta,, Cir. 398 (1925). 

30 Yearbook of Agriculture, 1940, p. 686. 
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the prices farmers are able or willing to pay. Cooperatives are sometimes 
merely one additional agency in a local market with volume far under that 
needed to get lowest per unit cost. 

Miller, in discussing the “Size of Business Unit as a Factor in Efficiency 
in Marketing,” says, 

In the usual local market situation the business is split up among several handlers 
so that average marketing costs are much higher than they need be. This seems 
to be the price the farmer has to pay for having buyers carry their competition 
for his products down to the farm. . . . Farmers’ cooperative agencies, organ¬ 
ized in a manner that forces them to compete with local buyers, have been 
scarcely able to hold their own, and have not increased the efficiency of market¬ 
ing. The roots of the problem lie too deep to be eradicated by reform methods 
that only aim to substitute one type of middleman for another. For improvement 
in conditions the farmers need to combine so as to reorganize farm marketing 
on a large-scale basis. 21 

Bakken and Schaars, after discussing the competition and rivalry exist¬ 
ing among local cooperatives, state “The trend toward federation lessens 
the severity of local competition because it calls for unified effort with a 
common program. . . . The Farm Credit Administration affects the con¬ 
trol of agricultural credit, and, consequently, its influence helps to avoid 
cross purposes and conflicts with the movement although no managerial 
responsibilities are assumed.” 22 

One study, for example, reports that fewer and larger cooperative cream¬ 
eries would add at least 2 cents per pound butterfat to the income of farm¬ 
ers, if full advantage were taken of savings made possible by improved 
roads and transportation. 23 A cooperative once established like other types 
of business becomes a vested interest to some who resist reorganization 
even though benefits to the larger group would accrue. 

Cooperative Marketing by Other Producers 

Cooperative marketing has been used to a limited extent by small coal 
companies. 24 Fear of infringing the Sherman Antitrust Act, which forbids 
combinations in restraint of trade, appears to have been a major factor 
checking the development of group marketing in general. The activities of 
trade associations in assisting members in marketing has already been 
discussed. 


Retailer Cooperatives and Voluntary Chains 
Cooperation among retail grocers in the United States occurred as early 

21 Am . Econ. Rev., vol. XXIII, supplement (1933, March), p. 100. 

22 The Economics of CoSperative Marketing, 1937, p. 546. 

28 Iowa Agr. ExpL Sta., Res. Bui. 265, 1939. 

24 See for example, R. S. Alexander, op. ctt., pp. 348-51. 
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as 1887, for the purpose of group buying and warehousing in order to re¬ 
duce costs. Other functions were added. The Federal Trade Commission 
states: 

The movement had a slow and somewhat irregular growth up to the year 1925, 
but since then, its growth has been more rapid. The wholesalers' cooperative 
activities did not begin until about 30 years after the retail grocers started 
cooperative buying for themselves, but since 1926, the wholesaler-retailer grocery 
cooperative (i. e., voluntary chain) has shown a much more rapid growth than 
has the retailer-cooperative. 26 

It is estimated that in 1936 there were 802 cooperative and voluntary 
chain groups with a membership of 107,141 retail stores. 

This tendency to group buying has occurred chiefly among small stores. 
Some large urban department stores use a common resident buying office. 
By acting cooperatively in this way the number of buying offices to be 
maintained to serve the separate stores has been reduced. “Typically, these 
group-buying offices purchase from 5 to 10 per cent of the merchandise 
required for the member stores, the balance being purchased by the depart¬ 
ment-buyer of the individual stores.” 26 


Table 15: Development of Voluntary and Cooperative Chains * 


TYPE OF WHOLESALING 

may, 1930 

march, 1936 

Wholesaler-sponsored groups 

270 

508 

Retail members 

34 , 3 U 

77,889 

Retail-owned wholesalers 

104 

164 

Retail members 

18,076 

23,604 

Cooperative groups 

177 

130 

Retail members 

7,253 

5,648 

Total groups 

551 

802 

Total retailers 

59,640 

107,141 


• Group Selling by 100,000 Retailers, American Institute of Food Distribution. Only the co¬ 
operative groups which pool their purchases declined during this period. 

The NROG, that is, the National Retailer-Owned Wholesale Grocers, 
is a very strong affiliation of retailers who own wholesale houses. Most im¬ 
portant, however, are the groups sponsored by wholesalers. In this group 
are the I.GA., Red and White, Clover Farm, and other stores. The Federal 
Trade Commission writes: 

Profits m «uch groups are not distributed to retail members but are retained 
by the wholesaler, nor are such organizations controlled by retail members. On 
the other hand, both wholesale and retail members are cooperating in such mat- 

28 Chain Stores: Coopei ctfive Grocery Chains, Sen. Doc. 12, 1931, p. xvL 

20 Fifteenth Census of the United States, “Retail Distribution: Retail Chains,” 1933, P- 55 - 
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ters as advertising, selection, and pricing of leaders, pushing private brands, re¬ 
ducing stocks, etc. 27 

The I.G.A. is among the voluntary chains having a spectacular growth. 
It was established in 1926. A chain of wholesale houses by 1936 had linked 
up with 4,500 grocers in 44 states. This organization ranks second only to 
the Great Atlantic and Pacific Tea Co. in the volume of food bought. To 
a large extent it has patterned itself on the ownership chain, and has been 
able to effect many economies through large-scale buying, and reduced 
salesmanship necessary in placing orders. It has achieved other economies 
as well. 28 In some cases the central office supplies extensive advisory service 
for the units. Independents have learned much from chains and other 
sources in the matter of accounting, stockturn, location, and display. Intelli¬ 
gent analysis is more frequently made (1) of the importance of reducing 
costs through eliminating services, and attracting patronage through low 
prices; and (2) of making services which are relatively costly the basis of 
appeal, and not attempting to meet the price competition of non-service 
stores. A group of retail stores may use a common name and in other ways 
conduct itself as an ownership chain. 

Are There Too Many Middlemen? 

The progress of integration in recent years has been marked. The urge 
to find low cost methods for individual firms or groups has been the major 
motive. In spite of integration that has occurred, remainmg middlemen 
come in for much criticism, and many products are still shipped and re¬ 
shipped, sold and resold. At some points sales are purely speculative. The 
cry goes up, ‘There are too many middlemen.” On them often falls the 
blame for the high cost of marketing. Since each middleman and other 
marketing agent rendering a service make a separate charge, it is thought 
by many that the more separate charges there are the higher the cost is. 
Those with this view of the market are often of the opinion that by eliminat¬ 
ing middlemen and having a more direct producer-consumer relationship 
than now prevails marketing costs, as a consequence, would be lowered. 
Too often people are likely to be unduly influenced by the appeal: “Buy 
direct from manufacturer. Save the costs of middlemen.” They fail to see 
that the size of each charge as well as the number of charges is important. 
In an effort to lower costs two types of change in agencies tend to occur; 
the merging of various processes or steps in order to spread overhead costs 
or to eliminate risks, and second, a concentration on a more limited number 

27 Chain Stores: Cooperative Grocery Chains, op. at. 

28 For discussion of retailer cooperatives and voluntary chains see R S. Alexander and 
others. Marketing, pp. 353~58. 
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of processes than formerly so that through a higher degree of specialization 
certain efficiencies are made possible. 

To answer the question of whether a particular middleman is super¬ 
fluous it is necessary to consider how, in his absence, the activities which he 
customarily performs would be carried on, and whether the other agencies 
could perform them at less cost than he. If a function is essential in the 
marketing process then the question arises: who is best fitted to perform it? 
which of the various ways is least expensive? It is possible through integra¬ 
tion to eliminate certain middlemen, but the activities which they carry on, 
the functions which they perform, still remain. In the absence of artificial 
restrictions, functions tend to be performed by the agency which can do 
them most cheaply. Integration is not always the way to lower cost. Man¬ 
agement problems tend to increase in an organization adding more and 
more functions. They become especially complex in the handling of certain 
commodities. The complexity of the channels for some products may not 
be evidence of waste but of an attempt to cut costs, or to serve a variety of 
conditions. It may be the result of attempts at various points to shorten the 
chain of agencies. 

During recent years, a new method of eliminating middlemen has arisen. 
In some communities cold-storage lockers are being provided. These are 
rented out to individual families for the storing of meat, eggs, and fruit. 
Many of the clients are farmers who store their own produce. Others are 
rented to town families who buy local produce. In some cases the slaughter¬ 
ing of animals is done on the farm. Some storage plants provide the services 
of a butcher and do curing and pickling. 

As of January, 1940, there were estimated to be in operation 2,500 food- 
locker units providing one million individual lockers. One-quarter of the 
patrons reporting on place of residence lived in towns. 29 There is evidence 
that use of lockers will increase, but none that they will ever in any great 
measure eliminate retail butchers. 

With this question, “Are there too many middlemen?” still unanswered, 
we turn to an examination of marketing costs in general. 

29 Farm Credit Administration, Misc. Report no. 24, 1940. 



CHAPTER XII 

MARKETING COSTS 1 


Marketing costs arc high. Criticism of them comes from two groups: con¬ 
sumers who feel that they are causing unduly high prices, and producers 
who feel that they are not getting their share of the consumer’s dollar. 

In discussing marketing functions and market structure certain types 
of inefficiency have been mentioned and suggestions made concerning 
changes that would tend to lower costs. In this chapter some facts concern¬ 
ing marketing costs and their relative importance and some changes affect¬ 
ing them will be presented. Criteria for appraising waste and inefficiency 
will be set up. 


Marketing Costs are High 

In 1939 the Twentieth Century Fund published a book entitled Does 
Distribution Cost Too Much? The facts presented have been widely dis¬ 
seminated. Many people have probably been somewhat startled to learn 
that it costs more to distribute goods than to make them; 59 cents out of 
every consumer dollar is reported going to distribution. 

The costs of marketing some products are even more. For example, in 
Fig. 15 is shown the division of the consumer’s dollar among distributors 
and producers of some perishable, unprocessed foods. In many instances 
distributors get 3 or 4 times as much for bringing vegetables and fruits 
from farms to consumers as producers get to grow them. 2 

For many processed foods, returns to farmers are also relatively low, 
e. g., in 1940 farmers received 17 cents out of every dollar consumers spent 
for canned tomatoes and 9 cents for every dollar spent for soda crackers.® 

These marketing costs are by no means unique. In 1936 a woman’s 
cotton dress sold by manufacturers for $1.88 retailed for $2.95, the spread 

1 Measurement of the cost of performing marketing functions, those discussed in chapter X 
plus other subsidiary marketing functions, is in a preliminary stage. 

D. R. Longman, in Distribution Cost Analysis 1941, writes "Business has long given credit 
to the cost accountant for much of the rapid advance that has been made toward lowering 
manufacturing costs and maintaining a high degree of efficiency m the factory. There has been 
no parallel advancement in distribution. . . Not even the individual businessman has the 

means of obtaining reasonably satisfactory estimates of bis own marketing wastes.*’ 

2 See also R. O. Been and F. V. Waugh, Price Spreads Between the Farmer and the Con¬ 
sumer, U. S. Bur. Agr. Econ. Mimeo. 1939. 

8 R. O. Been and F. V. Waugh, op. at., p. 9. 
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* The Twentieth Century Fund, Does Distribution Cost Too Much? p. 30. 


by retail trade. . . . Manufacturers’ distribution costs accounted for almost 
a fourth of the total, and transportation costs were nearly as large.” B The 
operating expenses of wholesale clothing and furnishings merchants in 1935 
was 13.7 per cent of their net sales, whereas expenses of family clothing 
stores were 36.0 per cent of net sales. 6 For gasoline the retailer’s margin of 

* Does Dtstitbutton Cost Too Muck? p. 44. 

* Ibid., p. 118 
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4 cents and the jobber’s margin o£ 2 cents together “nearly equalled the 
total cost of producing the gasoline, shipping it by water from the Gulf 
port to New York harbor, and delivering it in tank cars to the jobber.” 7 In 
1935 the consumer paid as much to the retailer for selling an electric re¬ 
frigerator as to the manufacturer for making it. 8 

The division of the consumer’s dollar among various distributors leads 
some people to feel that change in retailing holds greater possibilities of 
lowering cost than change in any other process. Certainly a 10 per cent re¬ 
duction in cost of retailing would affect total costs more than a 10 per cent 
reduction in wholesaling cost. 

Marketing Costs During a Business Cycle 

Marketing margins, the charges made by the various middlemen who 
handle products, are relatively inflexible. Consequendy, with rising prices 
they take a smaller part of the consumer’s dollar, and with falling prices 
a larger part. This fact is brought out in Fig. 16 showing data for selected 
foods. The decline in food prices during the early 1930’s brought only a 
slight decline in the dollar margin between farm and retail value and as a 
result a very great fall occurred in farm prices. When prices were lowest a 
relatively large share of the consumer’s dollar went to distribution. The in¬ 
flexibility shown here is a very important characteristic of marketing costs. 

Knowledge of Marketing Cost 

Marketing costs have only come to be extensively studied since the middle 
of the 1920’s and the amount of such research is still negligible compared 
with research on production costs. Little is known of some types of market¬ 
ing costs, for example, those incurred by producers including farmers, proc¬ 
essors, and other manufacturers. Most all-over measures of marketing costs, 
for this reason, are probably understatements. 

Many of the cost data available are in terms of gross margin of single 
types of business. Stores are classified by size and type of operator, and 
gross margins compared. There is considerable danger of misinterpretation* 
As a business grows larger it performs more of its own wholesaling func¬ 
tions, its gross margin may rise but the combination of activities may repre¬ 
sent a more economical method of marketing. Low gross margin of a retail 
store, for example, may not mean low prices to consumers. It seems highly 
desirable that cost comparisons of different methods of marketing include 
price data. 

7 Ibid., p. 55. 

8 Ibid., p. 52. 
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Fig. 16: Retail and Farm Value of 58 Foods, 1913-40 * 

(based on amount consumed annually by a typical workingman’s family) 





* R. O. Been and F. V. Waugh, op. cit., p. 3. 


Marketing Costs Increase 

The increased importance of marketing in the total economy can be 
measured in terms of number of workers. For every 100 workers in agricul¬ 
ture, in manufacturing, and in marketing in 1910, there were by 1930, 92 
in agriculture, 132 in manufacturing, and 168 in marketing. The average 
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wage of those engaged in marketing is relatively high. It is also estimated 
that in 1929 the value added to products by manufacturing amounted to 
$28,250,000,000, while the value added by marketing amounted to $24,380,- 
000,000. 9 

Attempts have been made to measure relative efficiency of production 
and distribution. Some people point to the fact that from 1870 to 1930 the 
volume of goods per worker in production was tripled, whereas the volume 
per worker in distribution remained much the same. On the basis of this 
trend there are some who conclude that distribution has not kept pace with 


Table 16: Indexes of Estimated Number of Gainful Workers in Production and in 
Distribution and Volume of Goods Produced and Distributed, 1870-1930 * 

(1870 equals 100) 


GAINFUL WORKERS IN 
PRODUCTION AND DISTRIBUTION 


VOLUME OF GOODS PRODUCED AND 
DISTRIBUTED 


PER WORKER b 


Per Capita 


Year 

Popu¬ 

lation 

In Pro¬ 
duction 

In Dis¬ 
tribution 

Combined 

Total 

Toted 
Volume a 

of Popu¬ 
lation b 

In Pro¬ 
duction 

In Dis¬ 
tribution 

Combined 

Total 

1870 

100 

100 

100 

100 

100 

100 

100 

100 

100 

1880 

130 

132 

157 

135 

176 

135 

133 

112 

130 

1890 

163 

166 

257 

178 

240 

147 

145 

94 

135 

1900 

197 

196 

378 

220 

343 

174 

175 

9 i 

156 

1910 

239 

243 

5 i 3 

279 

508 

213 

209 

99 

182 

1920 

274 

268 

657 

320 

745 

272 

278 

113 

233 

1930 

318 

271 

877 

35 i 

910 

386 

335 

104 

259 


*■ “Annual Index o£ Physical Production,*’ Research Department of the Federal Reserve Bank 
of New York, March 1939. 

b Derived from data presented in first five columns of the table. 

•Twentieth Century Fund, Does Distribution Cost Too Muck?, 1939, p. 379; see also dis¬ 
cussion, pp. 9-22. 


production in developing more efficient methods. (See Table 16.) This 
measurement overlooks many facts—e.g., that products- on the averager 
travel much farther. 

Trend in marketing expense has been studied for food. It has been mov¬ 
ing up. Hoffman and Waugh of the U. S. Bureau of Agricultural Econom¬ 
ics report that the farmer got 55 cents out of the consumer’s dollar from 
1913-17,43 cents from 1928-32, and 40 cents in 1938. 10 

At this point it is important to note that distribution may be taking a 
larger part of the consumer dollar because of an increase in the efficiency 
of performing various marketing functions, as a result of which produc- 

® J. K. Galbraith and J. D. Black, ^Quantitative Position of Marketing,” Quart. J. Be. (i 935 > 
May), 402. 

10 /940 Yearbook of Agriculture, p. 628. 
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tion can be organized in ways not previously considered feasible because 
of high marketing costs. 

Some Reasons for Increase in Marketing Costs 

Marketing costs among other things are influenced by characteristics of 
commodities, conditions under which they are produced and handled, and 
services demanded by consumers. In recent years goods used must be 
shipped a greater average distance, as geographic specialization and mass 
production have increased, and as people use products not formerly pur¬ 
chased. 

An increased proportion of the food handled is perishable. Breads, cakes, 
pies, and cream puffs now may travel several hundred miles, and fruits and 
vegetables several thousand. Speed and care may be necessary in handling, 
including refrigeration in transportation and in stores. In spite of this, spoil¬ 
age may be high. For example, one estimate places average anticipated 
spoilage of both peaches and cabbages at 24 per cent, grapes at 15 per cent, 
lettuce at 14 per cent, oranges at 7 per cent and potatoes at 2.5 per cent. 11 
These perishable products are for the most part bought by families only 
when needed. The risk of loss through spoilage is shared to only a limited 
extent by families. 

Style goods are claiming an increasing part of the consumer’s dollar and 
the cost of marketing these is high, not only because of the better salesman¬ 
ship required but also because of the great amount of shopping without 
buying which occurs in the purchase of these in contrast with staple goods. 
One study reports the practices of 200 customers, who purchased 55 dresses. 
Women tried on an average of 5 dresses for every dress purchased. One 
customer tried on 15 dresses before making a selection. About 60 per cent 
of the nonpurchasers took five minutes or less and none took more than 
30 minutes. Sixty per cent of the purchasers took 15 minutes or less. Only 
2 customers took over 60 minutes. 12 With the coming of ready-to-wear 
clothing, the regular retail staff has included dressmakers to make altera¬ 
tions. In many cases their services are available “without extra charge.” 

In addition, more new kinds of goods than ever before have been ap¬ 
pearing in the market. More salesmanship is required in marketing these 
than for goods known to the consumer. The variety of equipment requiring 
installation and later servicing by the retailer has been on the increase. The 
development of brands, especially for such things as groceries and drugs, and 
of styles in shoes has increased the variety to be stocked without increasing 

11 Does Distribution Cost Too Muck? p. 28. 

12 E. K. Thor and M. Cowles, “How Women Select Dresses,” f. H. Be., vol. XXV. 



MARKETING COSTS 181 

volume of sales to the same extent. This change has tended to reduce the 
retailer’s stockturn. The growing smoke and dirt of cities has increased 
the difficulty of providing satisfactory sanitation, the necessity for packag¬ 
ing, and the loss from damage and soiled goods. 

The average size of purchase has tended to decline; sales of sugar or 
flour in hundred-pound lots, which used to be commonplace, are now al¬ 
most unheard of. The corner grocery store has replaced the family pantry. 

Service competition has increased and with it has come more widespread 
use of various devices which serve little or no purpose other than to attract 
trade. Services that one dealer finds successful in increasing volume are 
adopted by others merely to check the drift of customers to other sellers. 
With the breakdown of old community lines, store patronage is more flex¬ 
ible; and because of extensive advertising, consumers are probably more 
fickle than ever before in their allegiance to stores and to the products of 
any one factory. The possibility of shifting demand to other stores and 
products often increases service competition. At times it would seem that 
more and more attention is being devoted to salesmanship and less and less 
to the quality of the goods to be sold. The attractiveness of the package 
rather than the quality of goods may be the thing emphasized. Much effort 
now goes to striking decoration, appealing window display, so-called free 
services. In various ways, some subtle, others blatant, many of them ex¬ 
pensive, the superiority of people who insist on quality, who disdain to seek 
low prices, is broadcast. 

Obviously many increased costs are justified in terms of better products 
and more services. Consideration will be given later to costs which do not 
fall in this class. 


Some Evidence of Decreasing Costs 

Not all the changes occurring have pushed up distribution costs. Ton 
miles per worker on railways has increased, better storage has reduced 
spoilage, in many stores a larger volume of sales per worker has been se¬ 
cured, some consumers have shown an interest in doing without services. 
As evidence of increasing efficiency Hoffman and Waugh point out that 
“Food margins have not increased in proportion to the increase in hourly 
wage rate.” 13 

Scale of Enterprise and Type of Organization Affect Cost 

Many firms carrying on marketing functions operate on a small scale. 
This is especially true in local and retail markets. Mail-order houses, depart¬ 
ment stores, and chain systems constitute ventures into large-scale retailing 

18 /940 Yearbook of Agriculture, p. 631. 
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and farmers’ cooperatives represent a major attempt on the part of small- 
scale sellers to achieve larger scale of operation. 

The small volume of farm products to be assembled in any one com¬ 
munity makes it necessary for some local buyers to operate on a small scale, 
and the few families in some communities and the universal desire for re¬ 
tail stores fairly close at hand also necessitate small-scale retail units. It is 
possible, however, for such units, through federation and chain systems, to 
achieve some advantages from large-scale operation. In such cases it is im¬ 
portant that each part of a business achieve that scale that will permit it to 
operate effectively and that the relationship between the units, for example, 
the wholesale or central agency and the retail units, be such as to bring max¬ 
imum efficiency. 

A few mail-order houses and department stores in large cities can sepa¬ 
rately become large enough to get some of the technical advantages of size. 
They can afford to hire expert managers and devote much time and atten¬ 
tion to ways of increasing efficiency. Special studies can be made of cost¬ 
accounting methods, stockturn and window and store displays which bring 
most effective results. Specialists do the buying of various types of products 
and prepare the advertising. Quantity discounts are secured. Transportation 
costs per unit are low since shipping is done in bulk. But in order to secure 
and to maintain a high volume, a department store, for example, must lo¬ 
cate in high-rent areas and incur high costs of advertising, returned goods, 
delivery, and other free services. Furthermore, with increasing size, man¬ 
agement becomes more difficult; motivation and supervision of clerks be¬ 
come a problem. The advantage of large size tends to cease. 

Size in itself is not a measure of efficiency. The small-scale general store 
can thus continue to compete with a mail-order house. The latter has the 
services of experts and buys in large quantities, but encounters high adver¬ 
tising costs and difficulty in giving services consumers desire. The general 
store has to pay a fairly high price for products since volume purchased is 
small; but rents are low, and lack of advice from specialists is partly com¬ 
pensated by close contact with consumers served and proprietor’s personal 
interest in the business. But costs may be low to a large extent because pro¬ 
prietors are willing to accept low incomes in order to be independent. 

A great many studies have been made of gross margins of retail stores 
and some other types of selling. The study by the Twentieth Century Fund 
reports: 

Fragmentary studies appear to justify the conclusion that, disregarding the size 
of store, the small town concerns have lower costs than those in larger cities. On 
the other hand, if the size of town is disregarded, the cost of doing business seems 
to decrease as the size of store increases—at least up to a point 14 

14 Does Distribution Cost Too Much? pp. 141-42. For a recent study see E. A. Burnham, 
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The most efficient size of any one retail unit depends on type of goods 
handled, special services which go with it, size of community, nature of the 
labor supply, managerial talent available. The increased variety of goods to 
be stocked in order to attract consumers has increased the need for volume 
in order to keep expenses down to a reasonable level. At the same time the 
increased dependence of families on some stores, in meeting day-to-day 
needs, has placed a greater premium than ever before on convenience of 
location. 

Although separate stores are small, the advantages of large-scale opera¬ 
tion can be secured through groups of stores acting together. This is done 
in an ownership chain, with a central agency which does the large-scale 
buying. The economies arising from integration of retailing and whole¬ 
saling have already been discussed. 

In addition, this central agency provides the expert management for the 
retailing process, the specialists who study the location of stores, window 
display and pricing, and who prepare the advertising, and analyse stock- 
turn. With help in these matters from specialists in the central office, the 
efficiency of various separate units in performing certain tasks has been 
raised far above that achieved in many independent units whose owner- 
operator must be, at one and the same time, manager, buyer, sales clerk, 
bookkeeper, and handyman. In addition, ideas flow from one store to an¬ 
other through the centralized office. If an enterprising manager in one place 
discovers a better method than was previously used in carrying on any task, 
the new idea is very quickly transmitted to other units. This tends to raise 
the general level of efficiency in stores as a whole. In many chains little initi¬ 
ative is required either of local managers or of clerks, because in general 
they are expected to follow instructions laid down by the central organiza¬ 
tion. 

Management difficulties in this case also arise out of size. A hired man¬ 
ager is not so likely to be interested in increasing sales and in keeping 
down costs as is the owner-operator whose income is directly affected by 
both of these. A big problem which chains face is how to get managers 
and clerks in the sepaifete units to put forth their very best effort. Many 
different methods have been tried with more or less success. With highly 
centralized management, buying, price and advertising policies, for ex¬ 
ample, cannot readily be adapted to the local situation. To do this it is 
necessary to put considerable responsibility on the manager, which is only 
possible if high grade managers are employed. To secure such competency 
relatively high salaries must be paid. Usually managers of chain depart¬ 
ment stores have more responsibility than managers of grocery stores. 

“The influence of size of business on department store operating results.” Har. Bus. Rev. 16 
(1938, Winter), 211-25. 
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In this relationship of wholesale to retail units, several questions arise. 
How large a wholesaling unit is necessary in order to get economy in 
buying? What relationship with retailers is necessary in order for the 
wholesaler to operate on an efficient scale? Is it necessary that wholesale 
and retail units be under one ownership? Or are voluntary chains or re¬ 
tailers’ cooperative relationship sufficient? How large a central agency is 
necessary to make available expert service on marketing problems of 
retailers related to the wholesale unit? What relationship is necessary to 
ensure that the improved methods discovered are put into use? Does the 
retailer need the pressure that comes from supervision to force him to dis¬ 
continue inefficient practices? 

In spite of management difficulties of chains there is some reason to sup¬ 
pose that inspection and advice from specialists may result in a higher 
level of efficiency than comes from many independents. Freedom in some 
cases leads to enterprise and efficiency and in other cases to drifting along 
in a muddle. Ownership chains may reduce independence and initiative 
somewhat and have to depend in large measure on effort induced by 
regular inspection. 

Criteria for Appraising Marketing Costs 

Longman says: “Our present standards fof cost accounting] are wholly 
inadequate to the task of ferreting out the sources and conditions of loss.” 15 
He further points out that it is not easy to provide better methods to re¬ 
place those at present used. In looking for waste criteria are important. 

One thing is certain. Marketing costs cannot be condemned as too high 
and the market system as a whole, or in any part, rated as inefficient 
merely because marketing costs in recent years have been increasing or 
because they take a large part of the consumer dollar. High cost alone 
proves nothing. In fact in a production system as complex as ours, market¬ 
ing, no matter how arranged, will probably always be relatively cosdy. 
Some people are inclined to contrast marketing with manufacturing and 
straightway to denounce the former as expensive and inefficient. The fact 
must not be overlooked that certain changes influential in reducing manu¬ 
facturing costs have at the same time increased the cost of marketing. A 
reduction in marketing costs would have no value to consumers if it en¬ 
tailed an equal or greater increase in production costs. Marketing costs 
are high. But before condemning them as too high it is necessary to show 
that in different circumstances costs might be lower. 

Marketing costs may be considered “too high”: 

(i) If more service is given than people desire, assuming charges for 
service necessary to cover its cost are made. 

1S Op. ctt .. p. 39. 
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(2) They are “too high” if profits taken are unduly high. 16 

(3) They are too high if the activities necessary in making goods avail¬ 
able in the time and place desired by the consumer, could be per¬ 
formed more cheaply, in some other acceptable way. 

The Committee of the Twentieth Century Fund in its study Does Dis¬ 
tribution Cost Too Much? rather cautiously concludes that costs are 
too high, but points out that there is no way of measuring how much too 
cosdy marketing is. Costs must be appraised in terms of products, func¬ 
tions, and agencies, and seen in terms of feasible alternatives. 

Are Unwanted Services Provided? 

Costs may be considered too high if consumers are receiving or paying 
for more service than they really want. Examples may be found in retail¬ 
ing. A consumer may prefer to pay cash instead of credit; he may prefer 
to carry his purchases rather than pay for having the store deliver them. 
There are services such as extensive rest rooms, travel bureaus, and other 
things in department stores which many consumers never use although 
they share the expense. 

It is difficult at times to recognize the difference between the services 
which occur because of consumers’ inability to recognize quality and their 
ignorance of price differences, and services really desired. A retailer, for 
example, in an effort to increase profits may provide attractions such as 
free services or especially tasteful window displays and store furnishings. 
His per unit costs may be lowered if, because of the change, a considerable 
increase in volume is secured. But such growth in volume is checked by 
other retailers following his lead in an effort to prevent loss of, and per¬ 
haps also to increase, their patronage. The practice spreads to all stores. 
In the end each store may have the same patronage as before and all may 
have higher costs. 

To consumers, satisfied with previous simplicity and absence of services, 
the additional costs are unnecessary. But this is not true of consumers who 
like the change and are willing to pay for it. Those willing to dispense 
with additional services may be so few in number that retailers have no 
inducement to establish stores according to their liking. Or retailers may 
fail to recognize their existence. In the circumstances the most economical 
thing may be to buy with others, even though one thereby incidentally 
pays more than formerly and helps to pay for services which he does not 
want. Consumers who would prefer fewer services should direct any 
annoyance they may feel, not against retailers, but at their neighbors. For 

16 What the consumer pays for merchandise constitutes a cost to him- Profits received as 
well as costs incurred by various agencies are thus looked upon by consumers as well as 
producers as part of marketing costs. 
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it is the latter who have brought those services into existence, either be¬ 
cause they wanted them or because they were ignorant as to the effect 
of such services on costs and prices. 

The fact must not be overlooked, however, that many stores have come 
to emphasize low prices and lack of services, and have attracted trade on 
this basis. 

To the extent that consumers can recognize quality and have knowledge 
of price they tend to patronize the seller providing commodities and 
services which give them maximum returns. But consumers are easily 
deceived as to quality and price. As a result business enterprise, instead 
of concentrating on greater efficiency in production and marketing, diverts 
much energy to making goods appear better than they really are. Many 
methods are used, e. g., superficial finish on the goods, attractive packaging 
which suggests quality, expensive store surroundings in which the goods 
are sold, advertising which creates a glamor. Because of lack of knowledge 
of quality and price consumers may fail to shift their patronage or shift 
it very slowly, from the inefficient seller with high costs to the efficient 
seller with low costs. 

The influence of consumer ignorance on cost is very difficult to measure. 
Its significance will be more fully comprehended when sales methods, in¬ 
formative labeling, and other devices used both to deceive and to inform 
have been discussed. 

Consumers, for the most part, are unaware of how their use of services 
affects cost. This is especially true where free services are offered. Retailers’ 
complaints concerning consumers’ behavior mainly relate to their abuse 
of the free delivery and returned goods privileges and their failure to pay 
bills promptly. Retailers often do little to encourage consumers to use 
these services economically or to inform them of their costliness. 

Cost of excess services in some instances can be kept down by retailers 
agreeing to limit free services or to restrict services. For example, agree¬ 
ments are commonly made concerning hours for closing. During the sum¬ 
mer of 1941 when gas stations on the Eastern seaboard closed at 7 p. m. 
some gas station operators reported no drop in sales, and lower operating 
costs. Agreements on free delivery, credit, remodeling ready-to-wear gar¬ 
ments may also be desirable. 

Are Profits Unduly High? 17 

Every year some firms engaged in marketing have generous profits, 
more than sufficient to induce them to continue the work they are en- 

17 Profits are variously defined. At times they refer to mark-ups or margins. In this dis¬ 
cussion, this use is completely excluded. Profits as defined in many marketing studies com- 
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gaged in. But high profits are Jby no means a universal characteristic of 
marketing; in fact, bankruptcy rates at many points are high. 

Extensive investigation indicates that: 

It seems unlikely that aggregate distribution profits amount to more than three 
cents out of every dollar paid for finished goods by consumers. . . . Substantial 
economies . . . must be sought chiefly in reduction of operating expenses, either 
through elimination of services or by performing distributive services more effi¬ 
ciently and economically. 18 

In a few cases excess profits result from racketeering. “Among the most 
notorious of these rackets was the one which controlled the live poultry 
market in metropolitan New‘York. For many years, a ring of 27 to 30 
commission men fixed the price of chickens bought from producers in 
40 States and the price of those sold to some 200 slaughter houses and 
several hundred retailers in New York City. ,, The commission men were 
allied with four labor unions. “It is estimated that profits amounted to as 
much as $2,000,000 in a single year.” Collusive activities have also char¬ 
acterized the markets for fruits and vegetables, in many cities. 19 

Do Duplication and Excess Capacity Exist? 

Over and over again the complaint is made that there are too many 
grocery stores and gas stations, too many wholesalers, local and other 
buyers and sellers, that few firms have the volume necessary to secure lowest 
unit cost, that many sellers are spending large sums in advertising that 
is largely duplication of effort. The average patronage per retail store in 
the United States in 1939 was 74 persons. 20 The Twentieth Century Fund 
study of distribution reports: “With the existing number of retail oudets 
the volume of business per station is so small that a margin of four cents 
per gallon, or nearly 50 per cent of the price to the retailer, is necessary to 
give the filling station operator an adequate compensation. If the number 
of filling stations could be cut in half the retail customer would still be 
adequately served but the average volume per station would be doubled 
and the unit cost of selling could be greatly reduced. In this respect, of 
course, gasoline distribution is no different from many other lines of retail 
trade, 21 nor, it must be added, from other parts of the market as well. 

Care must be taken not to overstate the extent of excess capacity nor the 

monly indude interest on investment and some indude wages for the proprietor. In other 
cases profits indude surplus over and above wages to management and fixed interest charges. 

18 Does Distribution Cost Too Much?, p. 123. 

19 Temp. Nat Econ. Com., Monog. 21, 1940, p. 295 * 

20 See also U. S. Bur. For. and Dorn. Com., Dorn. Com. Series, no. 100, 1938. 

21 Op. du, p. 56. See also Table 18, p. 145. 
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increase in efficiency possible if firms were larger and fewer. Provision 
must be made for peak loads, even though periods of idleness or low use 
of resources occur. Retail stores present a very different picture of excess 
capacity on Monday morning than on Saturday afternoon. Economy in the 
use of resources may make it desirable to spread buying more evenly 
throughout the week. Some improvement in this direction might be 
effected through higher rather than “bargain” prices on Friday and Satur¬ 
day. 

Because many studies have shown that operating costs per unit of sales 
tend to decline with increased volume, the proposal is at times made that 
only stores with a sales volume of $ 30,000 should be allowed to continue. 
The method of achieving this usually remains very obscure To show that 
large-scale units have lower costs than small is not to prove that there is 
no place for small stores. Costs might be lowered if one out of every two 
stores were eliminated and the volume of business for the remaining stores 
increased. An important question, however, arises. Would not service to 
consumers be radically changed thereby ? Desire for a store close at hand 
is responsible in large measure for many of the small stores. If consumers 
are willing to pay for this service, is there any reason why they should 
not have it? 

Even the most cautious person must, however, acknowledge that some 
excess capacity exists. Hoffman and Waugh write: 

“It is not possible on the basis of present information even to approximate how 
much the needless duplication of marketing facilities at all stages of food dis¬ 
tribution adds to marketing spreads But it .an be asserted positively that the 
number of retailing, wholesaling, processing, and assembling establishments has 
multiplied out of all proportion to what would be needed if food distribution 
were organized on what might be called a social engineering basis. . . 22 

The explanation of excess capacity lies in the nature of competition that 
occurs. 

We largely depend on competition to bring about efficiency and to 
reduce waste and to spread the benefits of efficiency to society as a whole. 
But in many instances competition works too imperfectly for costs to be 
kept at a minimum. In a community or trading group the volume of busi¬ 
ness is so small that the point of lowest cost per unit can only be achieved 
if all business is concentrated in a few firms or perhaps even one. Long 
before this occurs price competition is likely to be limited through under¬ 
standings, agreements, or custom among a few sellers. # 

The relative inflexibility of many marketing margins is evidence of low 
price competition. The existence of a customary margin reduces the pres¬ 
sure on marketing agents to find more economical ways of doing things. 

22 1940 Yearbook of Agriculture , p, 635. 
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It constitutes an invitation to other people to enter the field, not because 
additional services are needed, but because in the customary margin they 
see an opportunity for gain. The result is that a margin providing con¬ 
siderable profit for a firm of moderate size with a fairly competent man¬ 
ager, becomes less and less adequate as the total business is spread over 
more firms. The marketing agent, for example, a retailer with more than 
average efficiency, may find it more profitable to accept something close 
to the prevailing marji-up and concentrate on attracting trade by per¬ 
suasion and additional services rather than by lower prices. 

Thus we have a situation in which competition is necessary to prevent 
prices greatly in excess of costs; at the same time, many things reduce 
price competition, and service competition among marketing agents leads 
to high costs. 

How Check Excess Capacity? 

How can excess capacity be eliminated without the greater evil of high 
monopoly profits or low efficiency? This can be done if organizations can 
be developed in which the incentive for efficiency continues strong, so that 
no waste occurs because of poor methods, and which in the absence of 
competition will not raise prices above costs. 

The development of cooperative marketing by producers and consumers 
is looked upon by some as the major change needed to reduce excess 
capacity in local, wholesale, and retail markets and at the same time to 
maintain efficiency and insure that savings do not go merely to market 
agents in the form of high profits. With cooperatives profits are returned 
to producers or passed on to consumers in the form of patronage dividends. 

To eliminate duplication a cooperative must become, however, not just 
another of the organizations in the market competing for business. It 
must truly be in a position to get the volume of business needed to operate 
at the point of maximum efficiency. A great gap exists in many cases be¬ 
tween this ideal and the achievement of cooperatives. 23 

Suggestions have also been made that the number of people entering a 
given type of marketing be restricted. This has been done in some cities 
in milk distribution. Those in the trade are usually anxious to control 
the licensing. The monopoly conditions arising might be more unde¬ 
sirable than higher costs from excess capacity. Such restrictions would 
need to be accompanied by regulation of margins to ensure that econo¬ 
mies from increased volume per firm were passed on to consumers in the 
form of lower prices. 

Low margins might be fixed on the assumption of high volume per 
store and high level of competence, and anyone allowed to enter who 

28 See discussion. Chapter XIV. 
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chose. Margins would have to be set by type of product and community. 
Control of margins could be nullified, however, because of ability to shift 
the cost of various functions from one agent to another. Regulation of 
margin at one point would lead to regulation at another. Danger of rigidity 
is very great. Excess capacity might be reduced through increased em¬ 
phasis on price rather than service competition. To this end all legisla¬ 
tion should be avoided that makes margins rigid and discourages price 
competition, forcing dealers to rely on service competition. Many so-called 
fair and unfair trade practice laws have attempted to freeze distributive 
margins in order to protect established business even though it might not 
be efficient. 

Dommisse in a recent book expresses the opinion that direct restriction 
or prohibition of establishing a retail store is not desirable since it “tends 
to be misused.” He suggests rather that compulsory examinations measur¬ 
ing competence to carry on retailing be made the basis of restriction. 24 It 
must not be overlooked that some professional groups have used examina¬ 
tions as a device for restricting entry even of the competent. 

Does Incompetence Bring High Cost? 

Incompetence exists in every type of business enterprise. It reaches high 
levels in some phases of marketing. If business mortality is used as an in¬ 
dicator, incompetence is especially high in retailing. Many scattered studies 
that have been made indicate that “approximately 30 per cent of retail 
firms discontinue within their first year. An additional 14 per cent dissolve 
before reaching their second anniversary.” 25 During 1926-30 in three cities 
in Minnesota 62 per cent of the manufacturing, 66 per cent of the whole¬ 
saling and 84 per cent of the retailing firms closed. 26 

The cost of the high mortality is only in part directly borne by con¬ 
sumers. If retailers and other marketing agencies are to continue in busi¬ 
ness, prices charged must be high enough to cover all their costs. Competi¬ 
tion, however, prevents many inefficient units from pricing their goods 
high enough even to cover costs incurred. Bankruptcy results. Those who 
survive for only a short time usually drop out because they are unable to 
pass on all their costs to their customers. Loss in this case really falls di¬ 
rectly on the inefficient business firm. Month by month the owner’s capital 
investment dwindles. Loss to society as a whole occurs in so far as capital 
thus invested might have served a more useful purpose. 

It must be borne in mind, however, that employment opportunities for 
both labor and capital often appear very limited. Some people establish 

24 G. A. Dommisse, The Regulation of Retail Trade Competition, 1939. 

28 T.N.E.C. Monog . 17, 1941, p. 7. 

28 Ibtd p. 52. 
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stores merely because this is an occupation to which entry is easy. Their 
eventual bankruptcy should not be viewed as a waste, when the alternatives 
open to them might have been even more wasteful. For they may make 
their small amount of capital last even longer by having a small retail 
store than if they had been idle. 

Causes of mortality have, to some extent, been investigated. It is felt 
by some that retailing appears very simple. Thorp writes: 

The result of this situation is a continual flow of hopeful enthusiastic individ¬ 
uals into retailing, replacing another group sadder and, we hope, wiser men. 27 

Analysis of factors influential in the bankruptcy of 397 Chicago retail concerns 
indicates that about one-half of the individual proprietors failed because of dis¬ 
cernible errors in management. 28 

In one study 40 per cent of the failing grocery proprietors reporting 
had “no previous experience which might be of any possible value in the 
new enterprise.” 29 

Poor methods in small units are common. A study of bankrupts in New 
Jersey and Boston disclosed that one-third of the firms kept no records. 30 

What Can Be Done About Incompetence? 

Suggestions are sometimes made that a license system be used and those 
desiring to establish retail stores, for example, should show evidence of 
competence before being granted a license. Judging from behavior it seems 
likely that retailing and many other marketing operations seem very simple 
to the uninitiated. Qualifying training is highly desirable if deliberately. 
restrictive aspects can be kept to a minimum. 

Keener competition will also serve to increase competence in so far as 
it reduces inertia and rouses people to improve their practices. At many 
points increase in competition has occurred much to the dismay of some 
long-established groups. 

Improved information is essential, to provide it both research and edu¬ 
cation facilities are very important. 

The U. S. Bureau of Agricultural Economics and the agricultural ex¬ 
periment stations and extension services of the Land Grant Colleges have 
long been attempting to educate farmers in better marketing methods. 
Only recently have they thought it important to contact food retailers. 
The Domestic Commerce Division of the U. S. Department of Commerce, 
trade associations, and many schools of business in universities, have in- 

27 T.NJE.C. Monog. 17, p. 82. 

™lbtd., p. 82. 

29 Ibid., pp. 82-83. 

80 W. D. Douglas, "Some Fundamental Aspects of Bankruptcy,” Yale Law /., vol. 41 (1932, 
Jan.), 329-64- 
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vestigated processes especially in wholesale and retail markets; numerous 
cost investigations have been made. 81 Analyses of cost data should be very 
helpful in developing better methods. So far insufficient attention has been 
given to variations in cost and conditions affecting it. A focus on average 
costs is not nearly so thought-provoking as an analysis of conditions where 
low costs have been achieved. 

Among educational ventures, “Of particular interest is the recently 
launched National Grocers Institute sponsored by the National Association 
of Retail Grocers. This institute . . . seeks to serve the retail grocer through 
education on the job. The ideal is to make the grocer more efficient, better 
informed, and better able to cope with competition. 32 


Inadequate Facilities Cause High Cost 

A system organized by private enterprise with individual gain as the 
motivating force and competition as the regulating check is likely to be 
defective in institutions established only by associated action and managed 
jointly. Poor terminal facilities, congestion in the great city markets, in¬ 
adequate systems for providing market news are pardy the result of the 
rapidity with which changes have occurred. They are pardy the conse¬ 
quence of the ideology of a business world which seeks private profit on a 
short-time basis and fails to interest itself in efficiency in the widest sense. 

Crow, after an extensive study of Wholesale Markets for Fruits and 
Vegetables in 40 Cities, expresses the need for developments “to increase 
efficiency rather than to give one group an advantage over another.” Im¬ 
provement of “markets should be carried on by groups of people or agen¬ 
cies that have a broad public viewpoint.” 33 

Toward Lower Costs 

It is evident that no simple formula exists for reducing marketing costs. 
Costs are too high. Changes needed to bring them down must be devised 
in terms of products, functions, and agents. The entrepreneurs of private 
enterprise have much to contribute, individually and cooperatively. State 
responsibilities at many points are very important. Changes in consumer 
practices are also important More inventive genius needs to be directed 
to distributive costs. 

81 For summary of cost studies, see S. Kuznets, Commodity Flow and Capital Formation , 
vol. I (1938), pp- 163-213, and 217-59. 

82 T.N.E.C. Monog . 77. p. 166 . 

88 U. S. Dept. Agr. Circ. 46 j, 1938, p. 29. 
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CHAPTER XIII 

RETAILING: STATUS AND CHANGES 

Type of Store and Management 

The all-over pictures of retailing provided by the censuses of distribu¬ 
tion for 1929, 1935, and 1939 are shown in Table 17. Three-quarters of the 

Table 17: Percentage of Total Sales by Type of Store* 


TYPE OF STORE 

PERCENTAGE OF TOTAL SALES 

7929 2935 2939 

Independent 

77.6 

73-3 

74-7 

Single unit 

68.7 

64.9 

65.2 

Multi unit 

8.8 

7-9 

8.9 

Market & roadside 

1 

•3 

.3 

Leased departments 

.1 

JX 

-3 

Chains 

20.3 

*3-3 

21.7 

Local 

6.7 

3-1 

3-8 

Sectional or national 

12.6 

19.5 

16.1 

Manufacturer-controlled 

■7 

-4 

1-4 

Leased department 

•3 

•3 

-4 

Other types 

2.1 

3-4 

3-6 

Utility operated 

•3 

-4 

-4 

Direct selling (house to house) 

dx 

-4 

-4 

Commissaries or company 

•3 

-3 

-3 

Farmers’ & consumers* cooperatives 

.2 

•3 

•5 

State liquor 

— 

-5 

.6 

Mail-order houses 

1.0 

t -3 

i -3 

Other type of operation 

.1 


.1 


* Preliminary release Sixteenth Census of United States. 

1 Less than one-tenth of one per cent. 

sales in 1939 were made by independents- 1 Sales through “markets,” at 
roadsides, by cooperatives, mail-order houses, and house-to-house sellers 
constitute a very small part of the total. 

1 Chains induded all groups of 4 or more stores in the same kind of business, owned and 
operated jointly with central buying, usually supplied from one or more central warehouses. 
So-called voluntary chains are classed as independents. 
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vestigated processes especially in wholesale and retail markets; numerous 
cost investigations have been made. 31 Analyses o£ cost data should be very 
helpful in developing better methods. So far insufficient attention has been 
given to variations in cost and conditions affecting it. A focus on average 
costs is not nearly so thought-provoking as an analysis of conditions where 
low costs have been achieved. 

Among educational ventures, “Of particular interest is the recently 
launched National Grocers Institute sponsored by the National Association 
of Retail Grocers. This institute . . . seeks to serve the retail grocer through 
education on the job. The ideal is to make the grocer more efficient, better 
informed, and better able to cope with competition. 32 


Inadequate Facilities Cause High Cost 

A system organized by private enterprise with individual gain as the 
motivating force and competition as the regulating check is likely to be 
defective in institutions established only by associated action and managed 
jointly. Poor terminal facilities, congestion in the great city markets, in¬ 
adequate systems for providing market news are partly the result of the 
rapidity with which changes have occurred. They are pardy the conse¬ 
quence of the ideology of a business world which seeks private profit on a 
short-time basis and fails to interest itself in efficiency in the widest sense. 

Crow, after an extensive study of Wholesale Markets for Fruits and 
Vegetables in 40 Cities, expresses the need for developments “to increase 
efficiency rather than to give one group an advantage over another.” Im¬ 
provement of “markets should be carried on by groups of people or agen¬ 
cies that have a broad public viewpoint.” 88 

Toward Lower Costs 

It is evident that no simple formula exists for reducing marketing costs. 
Costs are too high. Changes needed to bring them down must be devised 
in terms of products, functions, and agents. The entrepreneurs of private 
enterprise have much to contribute, individually and cooperatively. State 
responsibilities at many points are very important. Changes in consumer 
practices are also important. More inventive genius needs to be directed 
to distributive costs. 

81 For summary of cost studies, see S. Kuznets, Commodity Flow and Capital Formation, 
vol. I (1938), pp- 163-213, and 217-89. 

82 T.N.E.C. Monog. 17, p, 166. 

88 U. S. Dept. Agr. Circ, 46s , 1938, p. 29. 



Part IV Retailing: Status, Changes, and Social Policy 


CHAPTER XIII 

RETAILING: STATUS AND CHANGES 

Type of Store and Management 

The all-over pictures of retailing provided by the censuses of distribu¬ 
tion for 1929,1935, and 1939 are shown in Table 17. Three-quarters of the 

Table 17: Percentage of Total Sales by Type of Store* 


TYPE OF STORE PERCENTAGE OF TOTAL SALES 

1929 I935 I939 


Independent 
Single unit 
Multi unit 
Market & roadside 
Leased departments 

Chains 

Local 

Sectional or national 
Manufacturer-controlled 
Leased department 

Other types 
Utility operated 

Direct selling (house to house) 
Commissaries or company 
Farmers’ & consumers' cooperatives 
State liquor 
Mail-order houses 
Other type of operation 


77.6 

73*3 

74*7 

68.7 

64.9 

65.2 

8.8 

7*9 

8.9 

1 

*3 

•3 

J. 

JZ 

•3 

20.3 

23*3 

21.7 

6.7 

3*1 

3*8 

12.6 

19*5 

16.1 

•7 

-4 

1*4 

•3 

-3 

•4 

2.1 

3-4 

3*6 

•3 

-4 

•4 

a 

-4 

•4 

•3 

-3 

•3 

a 

•3 

-5 

— 

-5 

.6 

JJO 

i-3 

i*3 

.1 

a 

.1 


* Preliminary release Sixteenth Census of United States. 
1 Less than one-tenth of one per cent 


sales in 1939 were made by independents. 1 Sales through “markets ” at 
roadsides, by cooperatives, mail-order houses, and house-to-house sellers 
constitute a very small part of the total. 

1 Chains included all groups of 4 or more stores in the same kind of business, owned and 
operated joindy with central buying, usually supplied from one or more central warehouses. 
So-called voluntary chains are classed as independents. 
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A broad picture such as this may obscure the importance of some out¬ 
lets as a means of selling some types of products and supplying some groups 
of people and communities. 

Mail-order houses in spite of their accounting for 1.3 per cent of all sales, 
are important sources of goods for some groups of families. 

In 1927,325 farm families in New York State reported on the goods pur¬ 
chased by mail order. Practically no foods were purchased. Of the families 
reporting that specified commodities were bought during the year, 16 per 
cent bought men’s shoes by mail order, 21 per cent bought boys’ and wom¬ 
en’s shoes, 24 per cent children’s shoes. For men’s underwear the proportion 
was 30 per cent, for women’s underwear 37 per cent. For refrigerators the 
proportion was 19 per cent, for sewing machines, sheets and blankets it 
was 37 per cent. 2 

House-to-house selling appears insignificant here, yet in 1930 farmers 
who delivered to city homes supplied 36 per cent of the eggs consumed in 
Albany, New York. 8 

Street selling is not reported separately. Hucksters are, however, of con¬ 
siderable importance in some cities, regularly bringing around supplies of 
fish and fresh fruits and vegetables and announcing their wares in raucous 
cries and hoarse calls. The city peddler was found to be the most important 
retail agency supplying fresh vegetables to Albany households. 4 

Push-cart peddlers are especially prominent in New York City. Some of 
these have fairly regular routes, while others are Jocated at street corners 
and sell to passersby. Apart from peanuts, popcorn, and ice cream stands, 
which are very widely distributed, this type of selling is important only 
in poorer parts of cities. A study made in New York City in 1925 revealed 
that about 11 per cent of all fruits and vegetables were retailed from push 
carts. A large part of the smaller sizes, lower grades, and deteriorated prod¬ 
ucts is sold in this way. Prices on the whole are very low, but so also is qual¬ 
ity- 

In addition there are, in large cities, street markets, e. g., Maxwell Street 
Market in Chicago. At stalls and from carts and vehicles, are sold 
merchandise of many kinds—new and secondhand clothing, house furnish¬ 
ings, furniture, trinkets, fresh fruits and vegetables, fish, and many other 
things as well. Stolen goods probably find an outlet here. Much higgling 
over prices is the usual procedure. 

Both public and roadside markets also assume considerable importance 

2 Size of Purchasing Centers of New Yor\ Parm Families, Cornell Univ. Agri. Exp. Sta., 
Bui. 473 (1928), p. 12. 

8 Cornell (N. Y.) Agr. Exp. Sta. Bui. 586 (1934), p. 28. 

* Wilbert C. Hopper, 'Economic Study of Certain Perishable Farm Products in Albany, New 
York, Cornell Univ. Agri. Exp. Sta., Bui. 586 (1934), p. 56. 
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in some areas, and for some products. For example, through public markets 
went “42 per cent of the total fruits, vegetables, and berries produced in 
Michigan in 1932 and 1933.” 6 

Another study reports “that local retailers handle approximately twice 
the amount of fruits and vegetables handled in the city market.” The writer, 
in commenting on this situation, states, “ ‘This does not seem to be out of 
proportion in view of the fact that the City Market is active only three days 
a week for about seven months in the year.’ ” 6 

A New Hampshire study reports 800 roadside sales places m 1,000 miles 
of roads; a great variety of manufactured products was handled and “every 
conceivable farm product for human consumption that can be grown in the 
State.” 7 

Roadside markets, especially in tourist regions, feature local products in¬ 
cluding antiques and the crafts of the region—pottery in Ohio, hooked rugs 


Table 18: Percentage of Total Sales by Selected Types of Independent Stores 
Classified by Type of Product, 1929, 1935, 1939 * 


KIND OF BUSINESS INDEPENDENT STORES 

/929 1935 1939 


Grocery (without fresh meats) 
Combination, groceries and meat 
Department 
Variety 

Men’s and boys’ clothing 
Women’s ready-to-wear 
Shoe 

Furniture 
Filling stations 
Hardware 

Drugstores with fountain 
Jewelry 


53-6 

61.3 

67.0 

67.6 

60.7 

61.3 

72.1 

61.4 

58.2 

9.8 

9.2 

13.2 

77*9 

78.2 

77-4 

74-3 

72.3 

68.8 

53*5 

43-4 

41.2 

83-9 

86.0 

85-3 

66.0 

77-9 

88.4 

94*6 

96.1 

95-5 

— 

7 i -2 

72.8 

93 -o 

90.4 

89.0 


•Preliminary release of Sixteenth Census of United States. Slightly different classifications 
are used in this table from those in Table 19, so data for 1929 in the two tables are not 
comparable. 


in the Appalachian mountain region, baskets in* the Ozarks. In some cases 
the wares displayed come from distant places and have already passed 
through the hands of many middlemen. 

The importance of chains and independents varies greatly with type of 
product. This fact is brought out in Table 18. For the stores shown here, 
independents in 1939, in terms of volume of sales, are most important in 

5 Mich. Agr. Exp. Sta. Special Bui. 268. 1936* 

® Mich. Agr. Exp. Sta., Tech. Bui. 107 (1930)* P- 78. 

7 N. H. Agr. Exp. Sta. Bui. 249, 1929, p. 38. 
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hardware, jewelry stores, and filling stations, and chains are most important 
in variety, shoe, and department stores. 

The importance of these types of stores varies with the population of 
communities. In general in 1929 the larger the city the greater the impor¬ 
tance of chains. Department stores constitute a striking exception. Chain 

Table 19: Chain Sales Ratio in 17 Kinds op Business, Classified by Population 
of Community, 1929* 



United 

States 

population of cities 

KIND OF BUSINESS 

Less than 



Over 30,000 10,000-30,000 10,000 


All kinds 

19a 

33.3 

19.0 

11.6 

Grocery (without meat) 

45-7 

5i-3 

45.8 

37-o 

Grocery (with meat) 

32.2 

37.4 

29.5 

24.2 

Restaurants, cafeterias 

13.6 

18.3 

2.2 

1*7 

Department 

16.7 

11.8 

47.2 

50.7 

Variety 

90.1 

95-7 

93*9 

61.0 

Men's and boys* clothing and 





furnishing 

21.2 

27.9 

5-7 

2.9 

Family dothing 

27.3 

3i-9 

30.4 

7-4 

Women's rcady-to-wcar specialty 

22.7 

35-4 

11.5 

8.3 

Shoe 

37.9 

43-9 

23.4 

9 -i 

Jewelry 

6.4 

7.7 

3*5 

0.6 

Furniture 

14.3 

19.0 

8.8 

2.4 

Radio and music 

I9.I 

353 

6.3 

2.4 

Hardware 

3-o 

5.2 * 

1.1 

Z.I 

Cigar 

25.1 

34.3 

5.0 

2.3 

Filling stations * 

33-8 

48.8 

37.3 

19.4 

Coal and wood yards 

18.3 

22.4 

7-8 

8.0 

Drug 

t8. 5 

28.5 

10.2 

1.9 


•Fifteenth Census of the United States, Retail Chains, 1933, p. n. These data indude 
only the sales of local, sectional and national chains. Those of miscellaneous chains, e. g., 
mail-order house, manufacturer, leased department, are not induded. 

•There were in 1929, 121,513 filling stations operated by 864 chains. Many of the other 
stations rated as independents are in fact agency stations of the large oil companies; they 
confine their oil and gasoline sales to the products of one company. Sometimes the oil 
company owns the station and leases it on a gallonage basis to the independent operator. 
At other times the land is owned by the operator, the oil company advances the investment 
required for the station, and the operator repays on a gallonage basis. A third relationship 
commonly existing is that the station is owned entirely by the operator who contracts to 
handle one company's products cxclusivdy in consideration of an additional margin of 
profit. In all three cases, however, the operator falls within the dassification of an inde¬ 
pendent. Retail Chains , pp. 28-29. 


department stores at that time were much more important in cities of under 
10,000 than in those of over 30,000 population (see Table 19). 

The importance of chains varies greatly from State to State. Their sales, 
for example, in 1939 constituted 32.5 per cent of all sales in Illinois, 17.2 per 
cent in Wisconsin, 10.9 per cent in Minnesota. 
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Volume of Sales per Store 

The volume of sales per store varies greatly with the type of product sold. 
It is much greater for department than for drug stores, for combination 
meat and grocery than for grocery stores without fresh meat. 

The relative frequency of food stores with specified volume of sales is. 
shown in Table 20. Among the chains, 91 per cent of the sales in 1940 were 
made by stores having sales of $30,000 or over; these included 62 per cent 
of the stores. Among the independents only 47 per cent of the sales were 
made by stores of this size. The large number of small food stores must be 
considered in terms of service to consumers and cost of marketing. 


Table 20: The Percentage of Food Stores with Specified Volume and Percentage of 
Sales; Classified: Independent and Chain, 1939 


VOLUME of sales 

INDEPENDENT 

CHAIN 

( Dollars ) 

Stores 

Sales 

Stores 

Sales 

All 

100.0% 

100.0% 

100.0% 

100.0% 

$300,000 & over 

O.I 

4-7 

2.8 

24-4 

$100,000 to $299,999 

0.9 

10.0 

12.1 

28.1 

$50,000 to $99,999 

3-i 

15.6 

22.6 

23.6 

$30,000 to $49,999 

6.0 

16.9 

24.6 

14-4 

$20,000 to $29,999 

6.7 

12.2 

15.8 

5-9 

$10,000 to $19,999 

21.9 

23*5 

12.3 

2.8 

Under $10,000 

61.3 

17.1 

9.8 

0.8 


Some Changes in Retailing 

Many changes have been occurring and are likely to continue to occur in 
retailing. Major changes, especially those of the period 1929 to 1939 as re¬ 
vealed by the census of distribution, are briefly considered. 

Persons per Store 

In 1929 there were 79.6 people for every retail store reported, and in 1939, 
744 people. This decline in number may be partly the result of increasing 
duplication and excess capacity, or the result of increased volume of prod¬ 
ucts per person, or change in their type and form. In sensing probable fac¬ 
tors it is helpful to examine shifts by type of store. 

For general merchandise and apparel stores, a considerable increase, 15.2 
per cent, occurred in persons per store (see Table 21). When “food stores” 
are combined with general stores selling food, an increase in persons per 
store has also occurred. The increase is somewhat more in the highly 
urbanized than in the more rural States. In urban States a greater shift to 
restaurant meals has occurred than in the more rural States. This may, in 
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fact, account for the relative decline in number of food stores, or conversely, 
the increase in persons per store. 


Table ai: The Number of Persons in Relation to Selected Types of Stores; 1929-1939 


TYPE of store 

NUMBFR OF PERSONS 

PER STORE 

7929 1939 

DECREASE OR INCREASE 

IN PERSONS PER STORE 

from 192910 1939 

All stores 

79.6 

74-4 

-6.5 

General merchandise and apparel stores 

726.8 

837-5 

+15.2 

Grocery and combination grocery and meat stores 

399-4 

339-9 

-14.9 

Meat stores and fish markets 

2462.4 

3108.3 

+26.2 

Food stores (census category) 

254.8 

234-9 

-7.8 

Food stores including general stores selling food with 209.5 
States grouped by percentage of population on 
farms (12 states each group) 

219.2 

+4.6 

Lowest 

188.0 

196.0 

+4.3 

Second lowest 

231.0 

241.7 

+4.6 

Second highest 

238.4 

241.6 

+1.3 

Highest 

236.5 

243.0 

+2.7 


Furthermore, farm families to an increasing extent are buying rather than 
producing their food. This shift would tend to bring a relative increase in 
the number of stores, unless each store increases the volume of products 
handled. 8 

General Store 

In the history of American communities the general store came first. It 
continues at country crossroads and in small villages where it may constitute 
“the” trading center. In villages, towns, and small cities there is a retail cen¬ 
ter with several single-line stores. 

General stores are important mainly to farm families and to those living 
in villages and towns. They are to be found in isolated mining, lumbering, 
and industrial communities. So-called industrial stores operated by a com¬ 
pany for employees are usually of this type. A few are to be found on the 
outskirts of large cities. Groceries constitute the bulk of their sales. In addi¬ 
tion they carry a sprinkling of other merchandise, including dry goods, 
notions, clothing, drugs, hardware, toys, candy, farm supplies. The selection 
in merchandise is usually very limited since the volume of sales in any one 

8 A C. Hoffman, in Temp. Nat. Econ. Com Monog. 35, presents an estimate of the pop¬ 
ulation for retail grocery stores in the United States from 1850-1935. For the early years 
the estimates are based on number ot managers and superintendents of grocery stores, and 
those of 1935 on the census of distribution. This estimate fails to take into account important 
reorganization taking place in the retailing of food No evidence has been discovered in 
1930 and 1940 census data to iustify the conclusion that “the number of grocery stores in the 
United States has increased out of all proportion to the increase m population,” p. 74. 


RETAILING 


199 

line is too small to warrant a great variety o£ any one type of article being 
stocked. 

At times these stores in small towns and villages are important com¬ 
munity centers. The post office may be located here. Farm produce is 
bought, simple needs of families are supplied, credit is extended. People 
linger to discuss community and national situations, weighty and spicy 
alike. There is little resemblance between these and the busy, bustling, im¬ 
personal city stores where business is uppermost in the minds of both clerks 
and buyers. Instead, everyone has plenty of time to linger; no urge for 
using every minute invades the leisurely atmosphere in which some stores 
are steeped. 

During the 1920’s a decline in general stores was already apparent. Many 
studies were made of the shifting of trade from small villages and towns 
to larger towns and cities. For example, in Wayne County, New York, it 
was found that villages of 500 population and less have suffered severely 
from the competition of larger villages. In another study in New York State 
it was found that centers of less than 4,000 population seem to be unable 
to retain the clothing trade of their area. 

Practically all the reports agreed that a marked shift in retail trade in the small 
towns and rural districts and in territories tributary to urban markets was taking 
place in certain lines of goods, and that this change had been accelerated since 
1920. . . . Those goods most affected were of the sort in which fashion dom¬ 
inates the demand, particularly women’s apparel. It is for such goods that the 
trading area has the longest radius. There has been a marked tendency, however, 
for the trade in dry goods, toilet articles, jewelry, furniture, men’s clothing, and 
shoes, to shift from general merchandise stores at crossroads or in small villages 
to the trading centers. The grocery trade has been least affected. 9 

General stores did change their practices somewhat to meet changed 
conditions. The coming of truck transportation greatly increased the case 
and rapidity with which goods could be shipped in. With the catalogues of 
wholesalers and manufacturers at hand, many retailers met a large variety 
of needs on fairly short notice. 

In spite of such adjustments in selling practices, the period 1929 and 1939 
is marked by a sharp fall in the number and the sales of general stores. 
Sales in general stores for the country as a whole fell from 5.23 per cent in 

9 Report of Committee of President’s Conference on Unemployment, Recent Economic 
Changes (7929), vol. I, pp. 334-35. See also Paul Landis, South Dakota Town-Country Trade 
Relations, 7907-/957, S. D. AgrL Exp. Sta., Bui. 274; Edward Taylor, The Relationship of 
the Open-Country Population of Genesee County, New York, to Villages and Cities, Cornell 
Univ. Agri. Exp. Sta., Bui. 583 (1932); Harold C. Hoffsommer, Relation of Cities and Larger 
Villages to Changes in Rural Trade and Social Areas in Wayne County , New York., Cornell 
Univ. Agri. Exp. Sta., Bui. 582 (1934); C. M. Thompson and A. C. Littleton, The Automobile 
and the Village Merchant, Bur. Bus. Res., Univ. of Illinois, Bui. 19 (1928). 
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1929 to 1.93 per cent in 1939. For every 100 general stores in 1929, there were 
only 39 in 1939. The decline in number of stores was sharper in the urban 
than the “farm” States (see Table 22). In the 12 states with the lowest pro¬ 
portion of their total population living on farms there were in 1940 
only 28 general stores for every 100 existing in 1930. For the 12 states rank¬ 
ing highest in the proportion of their total population on farms, the de¬ 
cline in number of general stores was not nearly so great: there were in 
1940, 43 general stores for every 100 existing in 1930. 


Table 22: Status of General Store 1929 & 1939, States Classified According to 
Proportion of Population on farms* 


GROUPS OF STATES 

percentage 

NUMBER OF 

NUMBER OF PEOPLE 

(ascending ORDER 

OF TOTAL 

GENERAL 

IN FARM POPULATION 

ACCORDING TO PROPOR¬ 

POPULATION 

STORES IN 

PER GENERAL STORE 

TION OF POPULATION 

ON FARMS) 

(12 States in each group) 

ON FARMS 

IN I 94 O 

1939 FOR 
EVERY 100 

IN I 929 

2929 1939 


Group A 

8.4 

28 2 

201 

874 


Group B 

21.4 

36.8 

272 

783 


Group C 

33-5 

38.5 

3 l 6 

777 


Group D 

47-4 

43-4 

306 

706 


All 

23.0 

38.7 

290 

748 



# Census of Distribution, 1940. The Group A states included: Massachusetts, Rhode Island, 
Connecticut, New York, New Jersey, Pennsylvania, California, New Hampshire, Illinois, Mary¬ 
land, Nevada and Ohio. The Group B states included Michigan, Florida, Colorado, Utah, Maine, 
Delaware, Washington, Oregon, Arizona, Indiana, Wisconsin, and West Virginia. The Group C 
states included Vermont, Minnesota, Iowa, Missouri, Nebraska, Kansas, Virginia, Louisiana, 
Texas, Montana, Wyoming, and New Mexico. The Group D states included Arkansas, Missis¬ 
sippi, South Carolina, Georgia, North Carolina, Alabama, South Dakota, North Dakota, Ken¬ 
tucky, Tennessee, Oklahoma and Idaho. 


The ability of a general store in a small town to hold its patrons is tied 
up with the total facilities of the town, which is a service center for many 
types of things. The ability of any one store to hold its trade depends on 
the stock of merchandise it carries. In addition the town must have barber 
shops, repair shops, cinemas, and professional men located there. 


Shifts in the Status of Chain and Independent Stores 

The growth of chains, during certain periods, has been almost breath¬ 
taking in its rapidity; for groceries this was especially true during the 
1920^. The Great Atlantic and Pacific Tea stores were founded in 1859. In 
1922, they numbered 5,217 units and had sales amounting to approximately 
$202,000,000. In 1931, there were 15,737 stores and annual sales amounted to 
approximately $1,066,000,000. Second to A&P in number of units is Kroger 
with a total of 5,057 stores, Woolworth Company, in 1931, was operating 
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1,896 stores, and Kresge 678. Clark is of the opinion that total chain sales 
in 1930 were probably three times those of 1920. 10 

The all-over position of chains and independents was much the same in 
1939 as in 1929. During the ten-year period, local chains lost a little of the 
total volume and sectional and national chains gained a little. 

When independents and chains are considered by type of product, some 
striking shifts have occurred. The importance of the independent’s sales 
volume has increased for grocery stores (without fresh meat) and for filling 
stations; whereas, chains have gained, for example, considerably in depart¬ 
ment, shoe, women’s ready-to-wear, and combination meat and grocery 
stores. The expansion has thus been most marked in shopping goods. Fur¬ 
thermore, the expansion in the past ten years in many kinds of chains has 
been more marked in rural than in urban States. In the large cities the 
proportion of the total volume of sales by chains in many types of stores 
declined. Shoe chains appear to be the main type expanding in cities during 
the 1929 and 1939 period. 

Chain stores have tended to achieve larger volume per store relative to 
the average volume of independents. The percentage change in dollar 
volume per store, from 1929 to 1939 for selected types of stores, is shown in 
Table 23. 

Table 23: Percentage Change in Volume of Sales per Store, 1929 to 1939 


TYPE OF STORE PERCENTAGE CHANGE—1929 tO I939 



Chains 

Independents 

Department 

+21.9 

+16.2 

Men’s and Boys’ clothing and furnishings 

454 

-17.5 

Women’s ready-to-wear 

-29.2 

-38.8 

Shoe 

-10.8 

-20a 

Combination meat and grocery 

+43.0 

-24.5 

Drug 

+9.5 

-14.1 


In every case the chain gained more or lost less dollar volume than the 
independent. The difference is very striking in the case of combination 
grocery and meat. 


Voluntary Chains 

The census does not provide data on extent of voluntary chains but 
everywhere one sees evidence of this type of retailing not only in the sale 
of groceries and gasoline but in hardware, drugs, and other products. The 
shrinkage in chain selling of some products has been accompanied by an 
expansion of voluntary chains, e. g., in gasoline and drug stores. 
la F. E. Clark, Principles of Marketing, p. 255. 
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Services Given 

The Federal Trade Commission during the early 1930’$ investigated serv¬ 
ices given by chains: 

All unlimited-price variety and nearly all dollar-limit variety, and the hat and 
cap chains operated all their units on a strictly cash basis. In addition, 80 to 86 
per cent of the chains in $5-limit variety, confectionery, men's shoes, women’s 
accessories, and men’s furnishings reported all stores on a cash basis. Approxi¬ 
mately three-quarters of the grocery chains and almost two-thirds of the men’s 
and women’s shoes, tobacco, dry goods, and the grocery and meat chains also 
sold only for cash. On the other hand, all chains reporting in the musical in¬ 
struments and furniture groups extended credit in all stores to all good credit 
risks, while almost 80 per cent of the chains in the hardware and general 
merchandise fields, 75 per cent of the men’s and women’s ready-to-wear and 
department-store chains, and one-half of the chains in the drug group reported 
all stores on a full credit basis. 11 

Of 1,683 chains reporting to the F.T.C. on delivery service, 23 per cent 
gave free delivery in all units; 11 per cent of all goods sold were delivered 
free. Only in furniture and musical instrument chains is delivery very im¬ 
portant. Almost 50 per cent of the drug chains reported some free delivery, 
yet only 3.2 per cent of the drug chain sales were delivered. The larger the 
chain the less frequently is full-delivery given in all its stores. 12 

Some stores in about one-half the chains reporting to the F.T.C. accept 
telephone orders. Telephone orders are taken most frequently in drug, 
hardware, and general merchandise chains. 

The F.T.C. in its investigation asked: “Is the emphasis in chain-store 
merchandising changing from a strictly price basis to a quality service 
basis?” It was answered by 588 chains operating 41,569 stores. Approxi¬ 
mately one-half the stores indicated that increased emphasis was to be put 
on quality and service and less on price. Chains at first were rather unique 
in their elimination of service and their emphasis on price. Many independ¬ 
ents have followed their lead. Consequently the price appeal became less 
novel. Some chains have tended to abandon previous practices, and to pro¬ 
vide more services and emphasize quality more than formerly, 

McNair, in writing of chain stores, states: 

It seems to be a characteristic of new types of distributive enterprise that in the 
first stage of their development they gain a foothold primarily by means of 
low prices, in the second stage they “trade up” the quality of the merchandise 
carried, and in the third stage they compete by offering services. Companies in 

11 Final Report of Cham Store Investigation, p. 74, 

12 In order to set an accurate picture of effect of size on giving free delivery it would be 
necessary to confine the analysis to one type of merchandise. The relatively large number of 
stores giving free delivery in chains, having 501 to 1,000 stores, may have been caused by 
the concentration here of a particular type of chain. 
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this third stage, unless they are managed with exceptional ability, not uncom¬ 
monly encounter an increasing cost of doing business, a rising ratio of fixed in¬ 
vestment to total investment, and a decline in the rate of return on capital. There 
are reasons for thinking that this broad generalization has some application to 
the chain grocery business, and that if chain grocery companies are able to avoid 
these contingencies they will do so primarily by effecting and continuing to main¬ 
tain substantial economies in their costs of doing business. 18 

The 1940 census of distribution provides data on extent of self-service in 
grocery stores. More than half the sales in chain groceries and one-sixth in 
independent groceries were in self-service stores: 



ALL 

INDEPENDENTS 

CHAINS 

Percentage of stores 
that were self-service 

8.1 

5-7 

28.6 

Percentage of sales in 
self-service stores 

10 

00 

bo 

15.1 

52.6 


The consumer’s attitude to self-service apparently differs with section of 
the country. The percentage of the grocery and the combination meat and 
grocery business done in self-service stores for the various regions is as fol¬ 
lows: 


PERCENTAGE 


New England 16 

Middle Atlantic 24 

West South Central 50 

Pacific 62 

California 69 

United States 29 


Supermarkets 

Supermarkets were nurtured by the depression. Some people look upon 
them as an important corrective to the tendency observed in some chains 
in the late 1920’s to rest content with the volume secured and to begin to 
compete on the basis of services and attractive stores and furnishings rather 
than on prices. Supermarkets were started as independent units selling 
groceries. They expanded rapidly. The King Kullen Market, Long Island, 
was started in 1930. By 1936 it had grown to a chain of 17 supermarkets, 
which were visited by 92,000 customers in one week. Sales in groceries and 

18 Expenses and Profits in the Chain Store Business, 1929, Har. Univ., Bur. of Bus. Res., 
Bui. 84* P. 21. 
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dairy products alone amounted to $6,000,000 annually. This did not include 
sales from leased concessions of meat, fresh fruits and vegetables, and bakery 
goods. In the Pacific Coast region supermarkets appeared in 1928. In 1936 
it was estimated that 35 to 40 per cent of food in Los Angeles was sold in 
them. 

In almost every large city of the country there are supermarkets doing a tremen¬ 
dous volume of business. In many cities they have ripped the price structure wide 
open and have made serious inroads into the business of chains and independ¬ 
ents. 14 

In September 1939 a Supermarket Institute was formed and the spread 
of supermarkets continued. Some are units of chains and some independents. 
Some so-called “supermarkets” are very small, the proprietor feeling per¬ 
haps that words without deeds are sufficient to attract patronage. 

Convenience of location and services are still unimportant with many 
supermarkets. Parking space is provided and price appeal is the outstand¬ 
ing feature. Zimmerman's observation, made in its early development, 
still holds true: “The super-market is demonstrating that ‘price* attracts a 
^greater percentage of people than most students of distribution had be¬ 
lieved possible. It has disproved the theory that food, being a convenience 
item, would not be shopped for by consumers outside the immediate shop¬ 
ping radius.’* 15 

It would be of interest to know what difference occurs in the average size 
of purchase in regular stores and supermarkets. 

Because of the lack of agreement concerning characteristics of super¬ 
markets, the 1940 census of distribution, in order to indicate their impor¬ 
tance, has merely classified grocery stores, by size. Grocery stores 16 with 
sales exceeding $100,000 constituted 2.7 per cent of the stores and had 26.5 
per cent of the total sales. Of these 6,221 were self-service, constituting 1.6 
per cent of all grocery stores and having 17.9 per cent of the sales. In the 
self-service group with sales in excess of $100,000, 79 per cent were chains 
with average sales of $230,000. 

An analysis of nearly 8,000 supermarkets, by Curtis Publishing Co., re¬ 
ports supermarkets in towns of less than 2,500 population; however, 28.4 of 
them were located in cities of 500,000 or over; These cities in 1940 had 17 
per cent of the total population. The study concludes that there is still plenty 
of room for self-service, mass-merchandising markets even in densely popu¬ 
lated areas. 17 

14 M. M. Zimmerman, “Super-markets,” Printer/ Ink., vol. CLXXVI (1936, Jy. 9), 7. See 
also the articles by Mr. Zimmerman in the subsequent numbers of Printer/ Ink• 

15 Printers' Ink, vol, 176 (1936, Aug. 6), 56. 

16 Grocery stores, without fresh meat, and combination meat and grocery stores are both 
included. 

17 Advertising Age, March 13, 1941, p. 27. 
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Department Stores 

The most marked change has been the expansion of chain department 
stores. The increase has been especially marked in towns and small cities. 

Department stores in large cities appear to have reached a saturation 
point. Except for chain units few new department stores have been estab¬ 
lished since 1900. But there has been an increase in the volume of sales in 
those already established. By the middle of the 1920 s sales increases were 
tending to slow up. Nystrom, writing in the Encyclopedia of Social Sciences, 
states: “Prior to 1929 there began to be an indication that department stores, 
taken as a class, had almost reached the point of maturity. During the five 
years ending 1930 very few new establishments came into existence and 
many if not most of the older concerns experienced a slow up of sales in¬ 
creases.” 18 

Several changes in established stores have been taking place. Branch 
stores have been opened by both department stores and specialty shops in 
sub-shopping centers. In some cases it is claimed that these carry as full a 
line as is found in the main store. Several department stores have, at times, 
joined together, forming a voluntary chain in order to buy in larger quan¬ 
tities than is possible for each store acting independently. Separate depart¬ 
ments have been leased to other business organizations: Millinery, shoe, 
candy, optical departments, for example, are often leased to chains. Under 
chain management a little larger volume of buying occurs than would be 
possible for a single department. In addition more expert attention and 
more highly specialized management can be given to the problems peculiar 
to a given type of goods. 

Basement stores are also increasing in importance. During recent years 
10 to 25 per cent of the total sales have occurred here. The basement has 
tended to change from a place where bankrupt lots, irregular merchan¬ 
dise, and slow-moving lines are offered for sale. Merchandise is now to a 
large extent bought specially for the basement departments. The price lines 
are lower than those prevailing upstairs but the merchandise is especially 
chosen. At the 1930 meeting of the National Retail Dry Goods Association 
one member expressed the opinion that 

It should be the aim of all stores with basement departments to develop a definite 
clientele, or else the store will find its lower price basement more than ever in 
competition with its upstairs departments. The building up of such a dientele 
includes the offering of a large number of specials in addition to a nice assort¬ 
ment of merchandise which is reasonably complete. . . . Lines to prevent over¬ 
lapping must be dearly drawn and every effort made to avoid identical mer¬ 
chandise in the two sections, or else the customer is pulled one way and then 
another to the injury of the store as a whole. 19 

« Vol. XIU, “Retail Trade,” p. 349* 

19 New York. Times, April 13, 1930, p. 20. 
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The basement in some ways is like a department store in miniature. As. 
department stores have expanded in size many consumers have found the 
basement arrangement a great convenience. Here the different types of 
goods are close together, while upstairs they may occupy more space so 
that much more walking is necessary. 

Some experimentation is now taking place in New York and California 
with self-service department stores. Clerks will assist customers only on 
request. 

Large department stores are primarily large city institutions. Are large 
cities likely to continue as shopping centers? After an extensive regional 
survey of New York City it was concluded that: 

The growth of suburban cities to sizes large enough to support their own 
shopping centers is a tendency evident at the present time and one that is likely 
to become stronger as time goes on. This coupled with the standardization of 
prices and selling methods, points to the progressive decentralization of retail 
trade. In other words more people are going to buy more of their goods near 
their homes. Local retail centers will tend to become larger and more numerous 
than at present. 20 

The shift occurring m urban retailing has awakened the National Asso¬ 
ciation of Building Owners and Managers to consider ways of combating 
the growing threat of neighboring shopping districts to the prestige of 
“downtown” business centers of large cities. That organization believes that 
the rebuilding of central areas should be undertaken. 

An improvement in city traffic conditions would help department stores 
and highly specialized limited line stores as well. These, like department 
stores, depend on drawing patrons from a very wide area. Traffic improve¬ 
ment is a slow and expensive process, but nevertheless important if the 
present concentrated retailing centers are going to continue. This is true 
even in the cities of medium and small size. 

Mail-order Houses 

The growth of some mail-order houses has been very spectacular. Mont¬ 
gomery Ward & Co. was established in 1872 and Sears, Roebuck & Co. in 
1886. The total net sales, including both mail-order and store sales for these 
two companies, in 1936, was $361,300,000 and $495,000,000 respectively. In 
addition to large mail-order establishments operating on a national scale 
and handling a very great variety of goods, there are smaller mail-order 
concerns. Some stock only restricted lines but carry a very wide assortment 
in these, e.g.. National Bellas Hess Company and Chicago Mail-Order 

20 “Retail Shopping and Financial Districts,** Regional Survey of New York, and Its En¬ 
virons, vol. IB, Part I, pp. 17-32. This study gives an excellent analysis of factors affecting 
retail districts. 
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Company both of which specialize in women’s ready-to-wear. Some fac¬ 
tories also use mail order as a method of direct selling. Many city stores 
which advertise in newspapers circulating over wide areas often find them¬ 
selves doing quite a little mail-order business on the side without issuing 
catalogues. 

For a time mail-order buying mounted rapidly in rural districts. But its 
growth has been checked. Some signs of decline are to be seen, although 
the increase in farm income from 1933 to 1936 brought a marked increase 
in mail-order buying. 21 

On the whole, long established mail-order houses, up until the present 
time, appear to be holding their own fairly well. No new ones, certainly 
not in the general merchandising field, are rising to prominence, and mail¬ 
order firms are finding it necessary to modify their practices. Chains of 
retail outlets are being established. The reputation acquired in the mail¬ 
order business is usually sufficient to attract a good deal of patronage to 
these 22 Branch warehouses are established to lessen shipping charges, and 
display stores opened so that consumers can inspect goods before buying. 
Montgomery Ward has just recently opened a catalogue order department 
in many of its retail oudets. Furthermore, mail-order houses appear to be 
drawing an increasing part of their patronage from urban communities. 
“More Sears catalogues than ever before went to suburban and metropol¬ 
itan customers, who now account for over 60% of the company’s sales.” 23 

Another attempt to expand urban patronage is being made by Chicago 
Mail-Order Company which has opened a chain of order offices. These 
undertake to supply a personalized service to aid in selection of items de¬ 
scribed in the catalogue. 24 

Factors Bringing Change in Retailing 

Modification of retailing organizations and services occurs in response 
to (1) changes in consumers’ demand for goods and services and (2) 
changes affecting cost and efficiency of any type of organization. A single 
factor may affect both consumers’ demand and cost patterns. 

A few of the outstanding factors affecting retailing and the nature of their 
effects are to be briefly discussed. 25 

(1) Automobiles and hard-surfaced roads have increased the shopping 

21 Sears, Roebuck sales in 1936 were 26 per cent greater than in 1935. For the same 
period Montgomery Ward sales were up 23 per cent. 

22 Sears, Roebuck & Co. opened its first retail store in 1925. 

28 Time, July 29,1940, p. 56. 

24 Business Week, Sept. 27, 1941, pp. 63-64. 

28 See Carl N. Schmalz, ‘Independent Stores vs. Chains in the Grocery Field,” Har. Bus. 
Rev., vol, DC (1931, July), 431-42; and Ewald T. Grether, "Market Factors Limiting Chain 
Store Growth," Har. Bus . Rev., vol. X, pp. 323-31. 
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range of many families. The trade of farm families in general has shifted 
away somewhat from mail-order houses and to stores at greater distance. 
In addition many urban families consider delivery service for many prod¬ 
ucts unnecessary. The automobile also increases the ease of supervising the 
units of a chain, and truck transportation increases the advantage of the 
central warehouse servicing a group of stores. In addition, roadside selling 
has become more common and house-to-house selling by out-of-town sellers 
has tended to increase. 

(2) A decline has occurred in the importance of rural population. Many 
families have moved cityward. As a result during the past quarter century, 
for example, a decline has occurred in the proportion of families patroniz¬ 
ing stores in villages and small towns. This shift combined with the use of 
the automobile that has taken farm families to cities and the increased im¬ 
portance of farm tenancy that in many areas has reduced the percentage of 
the total agricultural income spent by farm families, has cut into the trade 
of general stores and other retailers in many small communities. The vol¬ 
ume of sales in these stores has been sustained somewhat by the decline 
occurring in farm-furnished food, so that farm families to an increasing 
extent buy rather than provide the food they eat. 

(3) Improved communication continues to be a factor. Mail-order buying 
expanded with improved lithographing and rural free-mail delivery, the 
latter freeing farm families from their close tie to the nearby village and 
bringing the wide world to their doorsteps. Recent years have brought the 
radio, an advertising medium well suited to reach a large group and attract 
patronage to centralized points. 

(4) Large cities have grown larger. Extreme traffic congestion in many 
shopping districts now occurs. Most streets and sidewalks belong to the 
horse and buggy era. Cities were not built to accommodate the floods of 
people, who from great distances can readily come in by automobile and 
other means of rapid transportation. Nor were they built to accommodate 
the workers who pour forth from the skyscrapers which tower into the 
smoky haze above. A great many people, because of traffic congestion, 
cannot be persuaded to go to the main retail center for the purchase of 
shopping goods. And why should they? for they are nearer to suburbs 
wherein are branches of the very stores that dominate the great city trade. 

(5) And last, but not least, is the amount of encouragement—or hin¬ 
drance—which the various types of retail stores receive from State, cus¬ 
tomers, and competitors. The importance of this factor is discussed in chap¬ 
ters which follow. 



CHAPTER XIV 

CONSUMERS' COOPERATIVES 1 

In total volume of goods sold, consumers’ cooperatives in the United States 
are relatively unimportant. They are, however, the major sources of com¬ 
modities used by some groups of people, and are especially important for 
some products. 

Their chief importance at the present time lies in the possible changes 
which might be brought about through them. Certainly when one views 
the many retail stores anxious for patronage, one might well ask why con¬ 
sumers should bother to organize, to form their own buying clubs and 
associations, to establish their own stores. And further, why should any¬ 
one expect stores and other business units, organized and directed by and 
for a group of consumers, to be better than those operated by other enter¬ 
prise? 

Consumers are primarily interested in two things. The quality of goods 
and service provided must be suited to their purpose, and the prices must 
be no higher than are necessary. Cooperative enterprise, to be better than 
that organized in other ways, must (i) perform necessary functions at a 
lower cost; (2) get prices down to the level of cost by eliminating the effect 
of monopolistic practices which tend to maintain prices at levels higher 
than necessary; or (3) promote and adopt merchandising practices fully 
in accord with consumer interests. Are they in a better position to do these 
things than other types of business? 

Kinds of Cooperatives 

Many types of consumer cooperatives might be, and have in some places 
been, established. There are cooperative housing associations in New York 
City, in Sweden, Denmark, and other countries. Credit unions providing 
small loans on a cooperative basis in many countries including the United 
States have increased rapidly in recent years. In many places consumers’ 
cooperatives have established bakeries, laundries, banks, restaurants, power 
plants, distribution lines; they have also provided various kinds of insur¬ 
ance—fire, life, theft, and accident. Through cooperatives transportation, 

1 For the best single treatment of consumers* cooperative known to the author see O. E. Bur¬ 
ley, The Consumers? Cooperative as a Distributive Agency , 1939. 
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telephone service, recreation facilities, and health services have been pro¬ 
vided. Burial associations have been established. Self-help cooperatives of 
almost every variety sprang up during the depression. Attention is here, 
however, to be focused on retail stores. But, as will be seen, the retail store 
is for the most part but a starting point. Consumers may reach back to 
wholesalers and beyond to factories and even to farms, mines, and other 
sources of basic raw materials. 

Basic Philosophy of Consumers* Cooperatives 

Consumer cooperatives are a natural expression of the belief to which 
few take exception, viz: that consumption is the end and purpose of pro¬ 
duction, that die test of an efficient economic system and of desirable prac¬ 
tices and policies lies in the extent to which they contribute to welfare. 

The depression, with hungry people and bursting granaries, cries of 
overproduction, idle factories, thousands unemployed, a large part of the 
population inadequately nourished, poorly clothed, many living in wretched 
dwellings without proper sanitary facilities, lacking the conveniences and 
comforts which might be theirs if only some way were found to use the 
productive resources of the nation, has been an important factor in leading 
people to view productive resources in terms of use and to think more 
consciously of efficiency from the standpoint of consumers. 

Some people see in cooperatives the basic principle for all economic ac¬ 
tivity. Through them, the fundamental conflict inherent in the separation 
of producer and consumer is to be forever eliminated. No longer are scarcity 
and high prices desirable ends to be sought. The seller’s interest apart from 
the buyer’s is to be wiped out. The consumer is to take the initiative in de¬ 
termining policy, and is thus to be freed from adulteration, fraud, decep¬ 
tion, harmful goods, high prices caused by excess profits, and the waste and 
duplication at present existing. Where all business can be efficiendy per¬ 
formed by one unit, one store, one wholesale, one factory, then one only will 
exist, there being no fear that monopoly prices will be charged since the 
owners’ and users’ interests are one. 

The program outlined by Filene 2 for cooperatives indicates the retailing 
practices he feels should be followed if consumer interest dictates policy. 
A central unit will handle buying, conduct research, and provide expert 
assistance in management and in public relations. Goods are to be ordered 
from manufacturers, and stores are to carry on research, studying both 
products and consumer needs. In this way, the need for aggressive selling 
is to be eliminated. The quality of all merchandise is to be described, so 
consumers have the information useful to them in determining what com- 

2 New Yor\ Times, March 8, 1936, m, 9:1. 
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modity is best for a given purpose and best in view of price. For special 
services such as delivery and credit, an extra charge is to be made. Prices 
are not to be juggled to confuse consumers. Reduced prices, special sales, 
are to be used only to move goods not selling as well as expected, and true 
facts as to price reduction are to be given. 

At the outset an important distinction must be made. Consumers’ co¬ 
operatives are somewhat different in aims and purposes from those estab¬ 
lished by producers for the sale of their products. Such organizations as the 
California Fruit Growers Exchange, Land O’Lakes Creameries, and other 
farmer cooperative marketing and processing associations may, through 
greater efficiency than would otherwise prevail, actually provide better 
products at lower prices. But it must also be recognized that they may 
desire to, and actually do at times, restrict production in order to get higher 
prices than would otherwise occur. 


Place of Consumers’ Cooperatives in Our Economic System 

Even among those who believe that consumers’ cooperatives should have 
an important role in our economic system, opinions differ as to what it 
should be. Some people see consumers* cooperatives merely as a means of 
reducing somewhat the waste arising from duplication in marketing and 
as a device to curb monopolies. Holding that combines, trusts, pools, and 
monopolies of all kinds are a natural outgrowth of individual effort to 
maximize gains and believing that legislation to protect consumer interests 
is largely futile, they consider that the function of consumers’ codperatives 
is in part to maintain competition and the protection which it affords. Child, 
for example, sees cooperatives along with State industry as a tonic used to 
keep other enterprise healthy, to prevent our economic system from destroy¬ 
ing itself. 3 

The committee appointed by the President to study cooperatives in Eu¬ 
rope says: “While a few dream of creating a new state of society, most of 
them are working away to solve practical business problems.” 4 

Other people, however, envision a society in which all economic activity 
is directed by consumers, where production for profit to producers is en¬ 
tirely eliminated. This idea seems to meet with little acceptance in the 
United States. Some people believe, however, that even though marketing 
without cooperatives be at maximum efficiency yet the principle of the 
consumers’ cooperative should be kept alive in case of future need. 

Those who fear centralization of power look upon consumers’ coopera¬ 
tives as the democratic way to cope with such problems. The basic unit in 

» M. W. Child, Sweden: The Middle Way, 1936, p. 161. 

4 Report of Inquiry on Cooperative Enterprise in Europe in 1937, p. 2. 
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such cases is the individual consumer. He can act directly without having 
to work his way through a tangle of diverse interests, the log-rolling of the 
political machine, the tardiness of court proceedings, the confusion of legal 
precedent, the evasions which in so many cases have rendered futile laws 
originally designed to protect his interests. Some people look upon cooper¬ 
atives as a bulwark against socialism, communism, or dull, bureaucratic, 
government operation of industry. 

Cooperative Policies 5 

Policies concerning rights and responsibilities of consumers and types 
of services to be given are far from uniform. Orthodox cooperative policies 
conform closely to rules laid down by the first consumers* cooperative 
started nearly one hundred years ago in Rochdale, England. 

A cooperative store is owned by consumers buying there. They control 
its policies and receive any profits paid from surplus. Funds are secured 
largely through the sale of shares. Membership is open to all. As a rule its 
cost is very low. Commonly after a small deposit, or even with no deposit, 
membership is established, the share being paid for out of patronage div¬ 
idends. In a very few cases the act of purchase may automatically carry 
with it membership. Usually each member of a cooperative has one vote 
and no more. With this democratic ruling, no person or small group can 
gain control of the organization merely because of a large sum of money 
invested. The cooperative organization thus differs from a corporation in 
which one vote goes with each share and control rests with amount of prop¬ 
erty, not with number of people. The disposition of profits in a cooperative 
is very different from a corporation. In the latter, profits go to shareholders. 
Capital invested in a cooperative society is paid only a fixed percentage, 
this usually being based on the current rate of interest when the cooperative 
was established. Profits made may be used by the organization for general 
purposes, including educational work. They may be set aside as a surplus, 
or they may be returned to the members in proportion to their purchases, 
that is, according to patronage. The more goods a member buys, the larger 
is his share in any profits distributed. It is usually held essential that a cer¬ 
tain percentage of profits be set aside for educational purposes. This is 
done not only that cooperatives may expand, but that members themselves 
shall continually have before them the broad aims and purposes of the 
organization. 

5 State laws in some cases prescribe rules concerning voting, returns to capital stock, and 
patronage dividends. For detailed discussion see O. E. Burley, The Consumers? Cooperative 
as a Distributive Agency , 1939, ch. 3; Margaret Digby, Digest of Cooperative Law, 1933, pp. 
277-87; Consumer Cooperatives Statutes and Decisions, U. S. Dept of Labor, Consumers* 
Project T 937 - 
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Cooperative associations, in general, favor cash rather than credit, al¬ 
though credit is at times given. Sometimes services provided are restricted 
to members only. This is usually true of buying clubs and associations with¬ 
out an established place of business. Where a store is established nonmem¬ 
bers are usually allowed and often encouraged to buy. Stores on the whole 
follow the policy of charging the same price to all customers, prices being 
similar to those in competing stores, but profits are distributed to members 
only. In a few cases there are two sets of prices, one for members and one 
for nonmembers. 

In pricing, cooperatives may charge the same prices as nearby stores, 
hoping to attract and hold members by patronage dividends. Or they may 
take the lead in lowering prices. The latter is usually not considered ad¬ 
visable until the cooperative is well established, is thoroughly familiar with 
its costs, and has an adequate surplus on which to draw in emergenq\ 

In the expansion of consumer cooperative enterprise many questions 
arise. When, for example, should a cooperative wholesale be established? 
The manufacturing of a particular product undertaken? On the whole the 
answer given has been: when the volume of business in the cooperative 
units to be served is sufficient to utilize the capacity of the wholesale unit 
or factory, or at least great enough so that economies are possible which 
could not be realized by securing goods from some other organization. This 
policy is in line with the principle of consumers’ cooperatives entering into 
business only to meet their own need for goods. 

Development of Consumers’ Cooperatives in Great Britain 

Consumers’ cooperatives have had an interesting history.® About one 
hundred years ago in the town of Rochdale in England the idea of such 
cooperatives bore fruit in a group of twenty-eight weavers forming the 
first consumers’ cooperative society. It was established with a very practical 
end in view, that of making meager earnings provide more goods than 
were possible when purchasing was done through customary retail stores. 
They also saw in the cooperative a way of freeing themselves from store 
debts, getting better goods, and even in time of reorganizing industry, and 
of assuring employment for themselves. The original venture was launched 
on a very small scale with a capital of twenty-eight pounds. Flour, butter, 
oatmeal, and sugar were stocked. The store was open only during evenings, 
work being done by members themselves. The organization after a time 
prospered, the variety of goods handled increased, a full-time manager and 
clerks were hired. Within twelve years the society had an annual business 

® See C. R. Fay, Cooperation at Home and Abroad, 1925; and S. and B. Webb, The Con - 
turners’ Cooperative Movement, 1921. 
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of $100,000. The savings that members were able to make were sufficient 
to spread the fame of the society abroad. In other towns similar groups 
were organized and stores were started. By 1851 there were in North Eng¬ 
land and in Scotland 150 of these stores. A year later the Rochdale pioneers 
started to manufacture clothing and shoes. In time a cooperative whole¬ 
saling society was established and further economies effected. The number 
of stores and volume of sales steadily increased and the wholesale organi¬ 
zation continued to expand and to include more and more factories and 
even farms, plantations, and other sources of raw materials. 

In 1935 British cooperatives did about one-sixth of the total retail trade, 
selling more than $1,100,000,000 worth of goods annually, and had ap¬ 
proximately 7.5 million members. The English Cooperative Wholesale 
Society is the biggest distributing organization in the British Empire. “It 
has a $700,000,000 bank, a $100,000,000 insurance company. It owns steam¬ 
ships, coal mines, olive groves, and, with the Scottish Wholesale, the world’s 
biggest tea plantations. It is the No. 1 buyer of Canadian wheat, the No. 1 
British miller, No. 1 shoemaker, and second only to Lever Brothers in soap 
making. Its factories turn out everything from corsets to oil cake, from 
automobiles to saddlery.” 7 During the depression the volume of manu¬ 
facturing increased. 

At first the initiative in starting retail units lay with local groups. Once 
started they might join an established cooperative wholesale, or unite with 
other local units to establish their own wholesale. In 1928 the Annual Co¬ 
operative Congress in Great Britain authorized wholesale societies to form 
new retail stores. No units were established, however, prior to 1934. It was 
necessary, first of all, to develop local support. A strong central organization 
is very helpful, however, in arousing interest, in revealing possibilities, in 
crystallizing the decision to start a cooperative society and in lending sup¬ 
port once it is organized. 

Consumers 9 Cooperatives in Sweden 

Because of Child’s book, Sweden: The Middle Way, the people of the 
United States are probably more familiar with consumers’ cooperatives 
in Sweden than in any other European country. 

Swedish cooperatives have been growing steadily over several decades. 
A rapid expansion occurred during the war and has since continued. Writ¬ 
ing in 1935, Child estimated that 20 per cent of the retail and wholesale 
trade, and 10 per cent of all manufacture for domestic consumption were 
carried on by consumers’ cooperatives. In addition he stated that over one- 

7 Time, July 13,1936, pp. 61-62. 
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third of all households in Sweden have members in cooperative societies. 
Membership in rural areas was slow to develop but is now much the same 
as in other parts of the country. 

Very early in their development, in 1899, local societies united to form 
“The Cooperative Union,” which has since become very powerful. As a 
large-scale buying unit it has been an important force in wholesale markets. 
Through it cooperative societies have undertaken manufacturing. In addi¬ 
tion it has helped to direct local units, and to develop more efficient mer¬ 
chandising practices. It has also helped to develop cooperative marketing of 
farm products. The cooperative milk control of the city of Stockholm, for 
example, rests in a joint consumer-producer organization that has helped 
to bring lower prices and higher quality. 

Many ventures by the Cooperative Union into manufacturing have been 
occasioned by the existence of monopolies, trusts, cartels, and other arrange¬ 
ments resulting in price restrictions. In 1911 after a two-year struggle, the 
margarine cartel was broken and the Cooperative Union was well initiated 
into price-cutting tactics and opposition measures likely to be encountered. 
A flour milling cartel formed in 1914 had managed to make it possible for 
mills to pay very high profits—-33 per cent in 1919. This had been done by 
means of heavy penalties for violation of agreed prices and fixed milling 
quotas, and by agreements with wholesalers not to import flour. In 1922 the 
Cooperative Union bought one of the largest mills in the country. The cartel 
almost at once cut prices far below cost of production. Cooperative societies 
stuck by their organization. A second large mill was bought. The Coopera¬ 
tive Union in time became a leader in determining flour prices. In 1926 an 
attempt was made to break the galoshes trust—galoshes being an important 
consumer commodity in Sweden. Within a year the price of galoshes was 
down 70 cents. The cooperative factory started making automobile tires in 
addition to galoshes. In Stockholm cooperative societies established a bakery 
and through publicity forced private bakers to lower their prices and adopt 
a standard size of loaf. 

The activities of the Cooperative Union have not been confined to 
Sweden. Common problems brought together the consumer cooperatives 
of Sweden, Denmark, Norway, and Finland. In 1918 the Scandinavian 
Cooperative Wholesale was formed. This organization did much of the 
foreign buying for cooperatives of such things as vegetable oil, salt, fruit, 
and rubber. International trust-breaking became a part of its program, with 
a start in the electric light bulb industry as the first venture. 

Many factors are responsible for the success of cooperatives in Sweden: 
for example, a homogeneous population, a people practical by temperament, 
for whom the struggle for existence has never been easy, who in many 
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other ways through State industries and monopolies have become accus¬ 
tomed to collective enterprise. The existence of monopoly served as a spur. 
Extraordinary leadership played an important part. Men of outstanding 
ability have stayed with the organization ior relatively small salaries. In 
them has been an enthusiasm, a devotion to an idea, which was especially 
important in the beginning. A passionate hatred of monopolist control, 
among some leaders, has been responsible for certain factories being started. 
Systematic propaganda, including the publishing of certain price differences, 
has helped to awaken people to possible benefits of cooperative action. In 
addition, an extensive educational program through local units has spread 
a greater understanding of what cooperatives have done and might further 
achieve. It is of interest that throughout their development the cooperatives 
received no government subsidy. In fact, Child points out that taxes tended 
to bear somewhat more heavily on cooperatives than on corporate enter¬ 
prise. As a result the Cooperative Union, in taking over certain businesses, 
tended to leave them officially as independent limited companies in order 
that taxes be no higher than for other enterprise. 

The growth of cooperatives in Sweden met with some bitter opposition. 
In its beginning established retail stores got wholesale firms, by threat of 
boycott, to refuse to do business with cooperatives. This merely forced, how¬ 
ever, a rapid development of the Cooperative Union. Price wars with mo¬ 
nopolies occurred. Many groups, often by insidious methods, attempted to 
brand cooperatives as a sinister, radical organization, the advance agent of 
revolution that would later undermine the home, corrupt religion and 
morals, and strike at the very roots of society. 


In Other European Countries 

In many other European countries consumer cooperatives occupy a place 
of considerable importance. On the whole they have been much more im¬ 
portant in Nordic countries than in Latin ones. Following World War I 
there was a remarkable growth in Finland, Poland, Estonia, Lithuania, 
and the Soviet Union. 

In the Soviet Union a very large part of the people are members. There 
consumer cooperatives are still to a large extent directed by a central com¬ 
mittee. Cooperatives are not, in the same measure as in other countries, an 
organization planned and directed by the consumer groups which they are 
to serve; although many people believe that eventually cooperatives in the 
Soviet Union will be locally and democratically controlled. 

Some idea of the relative importance of consumer cooperatives in vari¬ 
ous countries can be gleaned from data in Table 24. 
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Table 24: Percentage of Population Included in Membership in Consumers’ Societies 
in Specified Countries, 1933 # 



PER CENT OF 


per cent of 

COUNTRY 

POPULATION 

COUNTRY 

POPULATION 

Soviet Union 

44.2 

Netherlands 

3-9 

Great Britain 

16.O 

Estonia 

3*1 

Finland 

13*5 

Italy 

1.8 

Switzerland 

10.3 

Latvia 

i *7 

Denmark 

9-3 

Rumania 

i -3 

Sweden 

8.9 

Lithuania 

1.2 

Hungary 

8.1 

Bulgaria 

1.2 

Iceland 

7 *i 

Poland 

1.1 

Czechoslovakia 

5.8 

Yugoslavia 

0.9 

Belgium 

5-8 

United States 

0.9 

Austria 

5 -i 

Canada 

0.4 

Germany 

5 -i 

Spain 

0.4 

Norway 

4.6 

Argentina 

0.3 

France 

4.0 




* “Review of Cooperative Movement throughout the World, 1934,” Monthly Labor Review, 
vol. XLII, no. 1 (1936, Jan.), p. 101. 

“In a number of the countries the table understates the importance of the movement, for 
the data cover only the members of societies affiliated to the central union and take no ac¬ 
count of the membership of independent movements which m some countries is a real factor. 
It should be borne in mmd, also, that when members’ families are considered, the number of 
persons supplied through cooperative channels is in most cases considerably in excess of 
that shown.” There may also have been some overlapping where one person was a member 
of several societies. 


Early Successful Cooperatives in the United States 

Among cooperatives which have endured from the beginning are those 
among the Finns in northern Minnesota, Wisconsin, and Michigan. 8 These 
people brought with them an understanding of cooperative organization, 
and settled in a territory where even necessities of life were difficult to pro¬ 
vide. Almost with the first settlers, cooperative stores were established at 
crossroads. These stocked groceries, overalls, rubber shoes, hardware, simple 
dry goods. As the area opened up competition from other retailers in¬ 
creased. Pressure was brought to bear on wholesalers to discriminate against 
cooperatives. As a result, in 1917 representatives of nineteen cooperative 
societies met at Superior, Wisconsin, to consider how they were to stay in 
business. With a very small capital the stores launched their own whole¬ 
sale unit, the Central Cooperative Wholesale. In 1935 this wholesale was 
serving 133 stores. During the first half of 1936 its sales of groceries and 
general merchandise amounted to $1,204,343—47.3 per cent increase over 
the same period in 1935. 9 Some of these stores had to meet chain competi¬ 
tion, and in some cases have taken the lead in price setting. 

8 For discussion of consumers’ cooperatives in this area see L. C. Kercher, V. W. Kebker, 
and W. C. Leland, Jr., Consumers’ Cooperatives in the North Central States, 1941. Some 
interesting case studies are given. 

9 New Yoi\ Ttmes, July 30, 1936, 34:4. 
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Cooperatives also have flourished for several decades among some min¬ 
ing groups, for example in southern Illinois. In its early stages little develop¬ 
ment occurred in large cities. 

Reasons Why Cooperatives Are Not More Important 

Until recent years the story of consumers’ cooperatives in the United 
States has been one of bursts of optimism, stores and clubs being estab¬ 
lished, some promptly failing, others lingering a few years. In a few cases, 
but very few, outstanding success has been achieved. Organizations such as 
the Patrons of Industry, Farmers’ Alliance and Equity, the Non-Partisan 
League, from time to time have lent their support. 

Many reasons have been given for failure of consumers’ cooperatives. 
The country’s stage of development, the rapid expansion going on, the 
new resources to be exploited, the fortunes to be made, the belief that in 
individual enterprise lay abundance for everyone, were all doubtless in 
some measure responsible. Many people have not been interested in petty 
economies, the saving of a few cents here and a few there; for to many this 
was all the promise consumers’ cooperatives held. Through individual en¬ 
terprise, not group action, they were to raise their standard of living, to 
win for themselves a measure of comfort, power and prestige in society. In 
addition the population was rapidly shifting, communities were very un¬ 
stable and often far from homogeneous in language and cultural back¬ 
ground. 

The failure of cooperatives which were established is laid to various 
causes. In many cases the members as a whole lacked vision of what the 
cooperative might be, or were carried away by fantastic schemes of vision¬ 
aries. Some were merely spasmodic revolts against things as they were, 
rather than painstaking, systematic working out of a different type of busi¬ 
ness organization. The small-scale beginning in many cases brought only 
small savings, if any; and success in any great measure seemed so remote 
that efforts were abandoned before being given much of a trial. Those who 
joined only to obtain immediate money saving tended to be discouraged. 
In only a very few cases did local groups get so far as to establish a whole¬ 
sale unit through which large-scale buying could be carried on. Some whole¬ 
sale establishments failed. In some cases the cooperative organization was 
used for political and other purposes, for example, those cooperatives estab¬ 
lished by the Knights of Labor. Here the bulk of the profits from stores 
was passed back to the central organization for the purpose of financing 
labor struggles. In some cases so-called cooperatives have been pure frauds 
exploiting the credulous. In some cases managers were inefficient, dishonest, 
occasionally joining secredy with those who opposed cooperatives and 
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sought to undermine them. Poor retailing methods were all too common, 
too large stocks being purchased, too much credit given, store accounts not 
properly audited. Too large dividends were given, so that needed surplus 
was not built up. Evidence from a survey made by the U. S. Bureau of 
Labor Statistics, The Cooperative Movement in the United States, in 1925, 
suggests that: 

High dividends have been emphasized as one of the things to be striven for 
by the successful society and many a failure of a supposedly strong cooperative 
organization has been due to the fact that all the earnings were returned to 
members in dividends, leaving no reserve for emergencies. 

No plans in many cases were made for a continued educational program 
necessary to maintain interest. Inefficiency, lack of vision and perseverance, 
were probably much more responsible for the failure of cooperatives than 
the opposition, often marked, from those looking upon cooperatives as 
hated rivals and intruders. 

Status and Recent Development 

Recent development might be traced in terms of total sales or stores in¬ 
cluding all products and selected products, in the country as a whole and in 
regions and among various groups of people. Progress in federation and 
centralization is also important. Some facts concerning these will be briefly 
summarized. 

(1) In 1929 the census of distribution found only 1,143 cooperative stores 
and 566 buying associations. Many of the latter were devoted to buying 
farm supplies. The total reported business amounted to only $117,000,000 
or 0.2 per cent of total annual retail sales. 10 The 1940 census of distribution 
reports 3,698 farmers’ and consumers* cooperatives having in 1939 retail 
sales of $224,375,000. This was 0.5 per cent of total retail sales. 

(2) The Middle West is the stronghold of consumers’ cooperatives. Min¬ 
nesota leads in number of stores and petroleum associations, with Wisconsin 
second, and Illinois third. 11 

(3) A marked expansion has occurred in cooperative buying of petro¬ 
leum products. In 1936 these accounted for one-third of total sales of dis¬ 
tributive cooperatives. 12 At the same time, the sale of automobile acces¬ 
sories has greatly expanded. 

(4) An expansion of cooperative buying of farm supplies associated with 
consumers’ cooperatives has occurred especially in feed and fertilizer. Farm 

10 Since the census of distribution was taken by visiting established places of business, it 
seems likely that some dub buying was overlooked. 

11 F. E. Parker, Consumers' Cooperation in the United States, 1936, U. S. Dept. Labor, 
Bui. 659, 1939, PP- 41-42. 

12 Ibid., p. 41. 
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supplies in 1936 constituted one-half of the sales of store associations. 13 By 
1935 the Eastern States Farmers Exchange had developed far enough to 
buy its own feed mill in Buffalo. Feed was manufactured according to 
specifications and sold without ballyhoo. In 1935 an addition to the mill 
was built and $14,000,000 of feed sold to 68,000 farmers. In this cooperative 
all purchasers share in profits. In Ohio a farmers’ cooperative is reported 
to have brought the price of fertilizer down from $34 to $20 a ton. The sale 
of farm supplies by cooperatives doubled in volume from $125,000,000 in 
1929, to $250,000,000 in 1934. 

(5) An expansion has occurred in general merchandise and grocery 
stores in both rural and urban communities with a considerable number 
being promoted by professional groups. 

American cooperatives are similar to European cooperatives in that they 
are in the main interested in substantial but not fancy quality to be secured 
at a moderate price. The committee appointed by the President, after visit¬ 
ing cooperatives in many European countries, reports: 

Usually the cooperative stores do not carry either the highest priced or the poorest 
quality goods. One observer told us that the poorest people cannot afford to 
trade at cooperative stores. Cooperators admitted that this is true and said they 
do not try to compete with the shoddy goods of the lowest price shops. In their 
opinion, neither the poorest nor the most expensive goods give consumers the 
greatest value, but durable, standard articles in the middle price range. That is 
tire kind they handle, they say, and they endeavor to educate their members to 
appreciate and demand that kind of value. 14 

(6) In a few cities consumers’ cooperatives have joined hands with farm¬ 
ers’ cooperatives in the distribution of milk. The Franklin Cooperative 
Creamery Association in Minneapolis was started in 1920. One-third of the 
total milk supply of the city is now handled by it. In New York City such 
cooperation also occurs, 

(7) Although many consumers’ cooperative stores are isolated units, a 
great deal of federation has taken place both to make educational work 
more effective and to do wholesale buying. In many cases the setting up of 
wholsales has been hastened by refusal of established wholesalers, under 
pressure from their retail patrons, to accept orders from consumers’ coop¬ 
eratives. 

The first oil wholesale was in Minnesota—the Midland Cooperative 
Wholesale. In 1936 it did a $3,000,000 business, 23 per cent more than the 
year before and served 163 retail cooperatives. It now operates its own oil¬ 
blending plant. Later three cooperative wholesales pooled their orders and 

14 Report of Inquiry on Cooperative Enterprise in Europe in 1937, p. 27. 
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took the entire output of an oil refinery. There are many other cooperative 
wholesales doing the same thing. 

Burley considers that the federated type of consumers’ cooperative “exem¬ 
plifies the greatest possibilities for future development of a purely Rochdale 
character. 13 

(8) At the present time there are two national cooperative organizations, 
the Cooperative League and the National Cooperative, Inc. The former 
was established in 1916, and is intended primarily for publicity and edu¬ 
cation. Through it the United States is represented in the International 
Cooperative Alliance which held its 14th Congress in 1934. The same 
forces that led to the establishment of wholesale cooperatives brought forth 
the National Cooperatives, Inc., wherein the cooperative wholesales drew 
together in self-defense. This national organization is a purchasing agency 
pure and simple. It owns the “Co-op” brands for oil, batteries, tires, feed, 
groceries, and more recendy tractors. In 1935 business done by its regional 
wholesale members amounted to over $25,000,000. 

National Cooperative, Inc., has begun to tackle the problem of setting 
up specifications and testing products—a very important function if the 
“co-op” brand is to carry assurance of uniform quality. 

(9) A chain type of cooperative has also developed in which central or 
“top” control is important. This type of organization occurs also in Eng¬ 
land and Sweden. It “occurs when the wholesale owns the retail organiza¬ 
tions or controls their policies in the same way that any private chain system 
operates. Practically the only difference is that patronage dividends are paid 
to members, although control by members is lacking.” 16 Such organiza¬ 
tions are sometimes said to be operating under the “American Rochdale 
Plan.” Burley points out that some spurious cooperatives are of this type. 

(10) A few cooperative mail-order houses operate depending on cen¬ 
tralized leadership. The Cooperative Distributors’ Mail Order supply house 
maintains its own laboratory and helps to familiarize consumers with the 
use of standard terms. It encourages the formation of consumer buying 
clubs, not only as an economical way of buying for them but also for bar¬ 
gaining with local merchants for gasoline, coal, groceries and other such 
staples. Contrary to the policies of many cooperatives, it has two sets of 
prices, one for members and one for nonmembers. The Mail-Order Coop¬ 
erative, another general merchandise supply house, carries quite a number 
of well-known standard brands in automobiles, typewriters, and washing 
machines, at less than regular prices. 

(n) Consumers’ cooperatives have been assigned a unique place in some 

15 O. E. Burley, op. at*, p. 65. 

19 Ibid., p. 67. 
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Federal projects. In Greenbelt, Md., a model demonstration of lowrcost 
housing, the Consumers’ Distribution Corporation is the sole business 
agency introduced. Vice-President Henry A. Wallace, at that time Secretary 
of Agriculture, stated: “To secure the most economical operation for a town 
of this size only one shop of each kind has been included in the commer¬ 
cial center. It is essential, therefore, that precautions be taken to avoid any 
possibility of monopolistic abuse and assure commercial services satisfactory 
to the tenants.” 17 Consumers’ cooperatives have also expanded under the 
sponsorship of the Farm Security Administration. 


Contribution of Consumers’ Cooperatives to Marketing Efficiency 

With consumers’ cooperatives in a hodge-podge stage of development 
naturally any report on level of efficiency would have little meaning. Several 
things can, however, be said: 

(1) Consumers’ cooperatives have helped to extend integration in mar¬ 
keting and the growth of some units to a size making possible economies 
in buying and shipping and expert advice on store management. 

(2) They have demonstrated that money savings in the form of patron¬ 
age dividends are in some measure a substitute for advertising, expensive 
location, and salesmen soliciting business. 

(3) They have cooperated with other groups of retailers increasing in¬ 
formative labeling. 

(4) Their emphasis on retailing with a minimum of credit and delivery 
service has helped to keep costs down. 

(5) Their attention on the importance of consumer participation in 
seeing that suitable products are stocked and policies evolved is a desirable 
move. 

(6) It seems highly probable that they have helped to narrow the market¬ 
ing margin on gasoline, the pricing of which has been affected by a con¬ 
siderable element of monopoly. 

(7) Very little so far has been achieved in demonstrating that duplication 
of stores can be reduced through consumers’ cooperatives. 18 

17 Retailing, Executive Edition, Sept. 13, 1937, p. 2. 

18 Only one price study involving consumers’ cooperatives has been noted. This was made 
by the Better Business Bureau of St. Louis. Graded canned fruits and vegetables were pur¬ 
chased in 14 cities in the East and Middle West where Better Busmess Bureaus were located. 
The bulk of the 275 cans examined were purchased in cooperative and chain stores, smee 
these have been most active m promoting grade labeling of canned foods. Prices of products 
purchased in cooperative and competing stores within a given city, and identical in grade 
label and quality were compared. The prices of the products from the cooperative stores were 
relatively high. The study is limited in scope, but its findings suggest the need for further 
study. Comparison of prices from store to store is very complex. 

St Louis Better Busmess Bureau Bulletin, Grade Labeling Survey Shows Amazing Degree 
of Inaccuracy, May 28, 1941. 
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Some Continuing Difficulties 

Burley writes: 

Cooperatives are loosely bound together, are inadequately financed; often have 
faulty practices such as credit extension; are indecisive and slow in action; are 
jealous of their own capital structures and territories; and only recently have 
cooperative leaders been willing to pool information and techniques. 19 

Competent management remains an important problem. Efficiency is 
affected by the kind of personnel attracted and the pressure provided to 
achieve competence. Hired managers must be relied on, and their work is 
in large part supervised by people whose major efforts are devoted to activi¬ 
ties other than retailing. Two types of difficulties arise: The group starting 
a store may fail to perceive that retailing calls for specialized knowledge 
requiring a skilled manager, and may refuse to pay enough to attract the 
necessary competence. Furthermore, even if the services of a potentially 
competent person are secured, he may fail to exert himself as much as he 
would were he in business for himself or if he were in a chain system, 
subject to inspection by experts. 

Offsetting such disadvantage is the fact that many very able managers 
have devoted their lives to cooperatives and could not be lured by higher 
salaries elsewhere because they believe in the cooperative way of carrying 
on business. 


Data on Operating Costs of Consumers’ Cooperatives 

Only one “authoritative” study has been made of operating costs of con¬ 
sumers’ cooperatives. Schmalz however reports that the margins and ex¬ 
penses of the 42 food cooperatives studied were not very different from the 
results shown by either independent or chain stores. He goes on to say: 

. . . any important contribution of cooperatives to the welfare of consumers 
which is made through lower prices or greater values does not arise from operat¬ 
ing efficiency in the retail stores greater than that for private enterprise. This does 
not mean that cooperatives cannot give better values than privately owned busi¬ 
nesses; but it indicates that such better values, if given, probably must reflect: 

(a) Advantages secured in wholesaling or in manufacture, possibly through 
private branding, coupled with a scrupulous regard, in product specifications, in 
labeling, and in pricing, for the interests of consumers; and 

(b) A distribution of retail profits. 20 

19 Op. cit ., p. 77. 

20 C. N. Schmalz, Operating Results of Consumer Cooperatives in the TJ£. in 2937* Grad. 
School Bus. Adm. Har. Univ., vol. 26, no. x (1939, Mar.). 
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Future Growth 

The future of consumers’ cooperatives will be influenced by many things: 
(i) The relative efficiency of consumers’ cooperatives, (2) Their ability to 
attract and hold competent leaders and management, (3) Public knowledge 
of and attitude toward cooperatives, (4) Opposition from other types of 
business enterprise, and (5) Government support and aid of various kinds. 

Consumers 1 cooperatives, even though relatively unimportant, are at the 
present time in a state of rapid growth. Much of the stimulus motivating 
these groups came from hard times in agriculture and depressed industrial 
conditions in cities. Will the enthusiasm fanned by the depression or high 
prices subside and people cease to be interested even in cooperatives already 
established? Even though business conditions are good there seems to be 
great likelihood that cooperatives will continue to expand. The well- 
established wholesale units will be centers reaching out and helping to 
establish new retail stores, and aiding those already established to meet 
competition of chains and independents. In looking to the future it is of 
interest to note that the recent rapid expansion has occurred in those com¬ 
modities where qualities desired by various buyers are similar. As a conse¬ 
quence buying by specification and in large volume is possible. Expansion 
has occurred also in the purchase of those products for which price agree¬ 
ments and other types of monopolistic prafctices have been important. These 
monopolistic practices tend to maintain prices above cost levels. The cooper¬ 
atives in some cases have managed to secure savings which would not have 
been possible if selling had been more competitive. 

Filene of Boston, who did much to establish credit unions, gave $1,000,000 
to assist in establishing cooperative department stores, and the Consumers’ 
Distribution Corporation has been established. Filene believed that there 
is a real field for cooperative selling in the higher priced goods such as 
clothing, furniture, and house furnishings. To these he would add over-the- 
counter insurance, petroleum products, and other things. These stores are 
to be owned locally and to be established only if and when local support is 
assured, an advance educational program being carried on in most com¬ 
munities. 


Education for Cooperation 

Consumers’ cooperatives are undoubtedly to have a place in our economic 
system; and they are basically different in procedures and philosophy from 
a system of individual enterprise. Cooperative action to meet with any great 
measure of success must face this fact; it must lay careful plans for building 
a true understanding of cooperation in an economic system. An educational 
program is vital to its continued growth, for the development of leaders 
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and employees with vision, honesty of purpose, and competence in mar¬ 
keting, and of consumers who will direct policies wisely and remain loyal 
in face of opposition and difficulties which are bound to arise. A firm belief 
in cooperatives as a way of organizing economic enterprise both on the part 
of employees and patrons is essential in order to carry most cooperative 
societies through their early stages to a place where benefits to members 
become large enough to make the enterprise seem worth while on this basis 
alone. 

The high level of cooperation reached in Denmark, both among con¬ 
sumers and producers, is largely attributed to the understanding of its 
philosophy and technique which was acquired through the Folk Schools. 
Education at every level is needed: Children in the grades, adult programs, 
special courses for employees and those who plan to be directors of coopera¬ 
tives. Among the Finns in northern Minnesota, Wisconsin, and Michigan 
consumer cooperation is part of the formal instruction beginning in the 
primary classes when the children are only seven years of age. Most whole¬ 
sale units have educational programs which are more or less effective. The 
State of Wisconsin in 1935 passed a law prescribing that “every high school 
and vocational school shall provide adequate and essential instruction in 
cooperative marketing and consumers’ cooperatives” and that “the govern¬ 
ing boards of the University, State Teachers Colleges and county Normal 
schools should provide in their respective institutions adequate and essen¬ 
tial instruction in cooperative marketing and consumers’ cooperatives.” 
The Rochdale Institute, New York City, established in 1937, & the tra inin g 
school of the Cooperative League. 

The U. S. Departments of Agriculture and Labor have had active pro¬ 
grams to promote consumers’ cooperatives. Cooperatives have received the 
sanction of many church authorities. The hatred and greed displayed in 
some business practices have been condemned by them as socially destruc¬ 
tive; and the idealism, democracy, and mutual helpfulness of cooperation 
have been praised and upheld as the goal toward which to strive. Educa¬ 
tional work has also received private support. 

Attitude of Other Business Enterprise 

In most cases when consumers’ cooperatives are established they enter 
into competition with stores already in business. Since they represent a new 
method, they tend to arouse a fear not felt concerning other competitors. 
It has already been pointed out that established retailers have at times tried 
to prevent cooperatives from buying goods through regular wholesale 
channels. 

The recent spurt in growth has brought a response from some quarters. 
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Printers* ln\ sounds a note of warning: “If co-ops are to be viewed with 
alarm as poaching on the preserves of private business, there is plenty of 
room for alarm.’* The Nation's Business, April, 1936, carries a warning that 
continued indifference may be fatal. Several things are suggested, most of 
them very vague, by way of meeting this stalwart rival rapidly growing in 
strength. Business men are advised, in their own self-interest, to correct 
some faults before it is too late, to evolve a plan whereby common good is 
protected, whereby the competitive system will serve producers and con¬ 
sumers more efficiently than is possible through any other plan. It is sug¬ 
gested that fair trade practices and open competition be encouraged, that 
Government aid be enlisted in coordinating interests of competing groups. 
In addition, private business is advised to promote a program of consumer 
education. The public is to be informed of the number of steps to be per¬ 
formed in bringing commodities to consumers. Consumers are to be encour¬ 
aged to cooperate with business in eliminating waste and reducing costs. 
Warnings, pleadings, yearnings to be good, not to take advantage even 
temporarily of opportunities which eventually may spell ruin, may sound 
for some a very comforting, soothing note. But to others a message of this 
kind may appear largely as a confession of past sins, and will perhaps leave 
considerable doubt as to the sincerity of repentance. 

How effective are such pleas? Can a business discipline itself merely to 
prevent consumer groups from organizing? If these self-confessed evils 
exist, those business men who truly view their enterprise in terms of social 
good should be happy to see consumers’ cooperatives growing in power 
and thus providing pressure understood by all business men alike, namely 
competition. 

And some business groups do take this attitude. One, for example, 
states: 

The competition which a well-ordered well-managed cooperative offers the other 
types of producers and distributors is both healthy and desirable. If a cooperative 
shows the way to increased service or lessened costs of either production or dis¬ 
tribution, such leadership should be espoused and welcomed, and not viewed 
with alarm. For increased service on the part of any other established competitor 
leads invariably to increased competition and better methods. If the consumer 
as a whole benefits, so does the society of which the consumer is a part. For 
there is no law of nature or of man that has ever established the divine right 
of accumulating profits for profits’ sake; profits are in the nature of a compensa¬ 
tion for a service rendered. 21 

Anything that looks like a Government subsidy meets much opposition. 
For example, the National Association of Retailers in 1937 made vigorous 
protest against the agreement entered into between the Resettlement Ad- 


11 Consumers * Guide , June 15, 1936, p. 9. 
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ministration and the Consumers’ Distribution Corporation which provided 
for the operation on a cooperative basis of the business enterprises in the 
model suburban community at Greenbelt, Maryland. The Corporation was 
to pay a rental based on a percentage of gross sales. 

Retailers maintained that consumer cooperatives were being given a priv¬ 
ilege not open to independent retailers: 

The National Association of Retail Grocers . . . protests against any part¬ 
nership between the Government and cooperatives under which the Government 
becomes financially interested in the cooperatives’ business. 

If the cooperative secures a lease to the business quarters at Greenbelt without 
being required to bid therefor in competition with private enterprise, it receives 
a valuable concession which is, in effect, a government subsidy. 

If the rental is made contingent upon the gross sales of the cooperative, the 
Government becomes a partner of the cooperative, interested in promoting its 
business. If the stipulated percentage of the gross volume should fail to return a 
fair rate on the Government’s investment in the quarters occupied, the deficiency 
would constitute a subsidy as surely as if a comparable amount were paid to the 
cooperative directly out of the Treasury. 

The grocers of the United States are taxpayers and as such contribute their 
share of the Government’s investment at Greenbelt. They cannot approve of the 
use of their own money in financing a competitor. They are willing to take their 
chances in fair competition with consumers’ cooperatives, whose right to do busi¬ 
ness they freely acknowledge; but must insist that the Government abandon its 
present plan to subsidize one particular form of distribution and thereby give it 
an unfair advantage . 22 

In a few cases an independent business may attempt to attract patrons by 
posing as a cooperative. 28 

Government Aid to Cooperatives 

Government help to cooperatives may take several forms: (1) direct 
grants; (2) loans at low rates of interest; (3) exemption of earnings or 
property from taxation; (4) adequate incorporation laws; (5) exemption 
from rules affecting other types of business; and (6) educational and pro¬ 
motional assistance. Help may be given in the belief that cooperative enter¬ 
prise is desirable, and that assistance is needed to speed up the organization 
in its early stages. Unless help is extended with care, what appears to be 
efficiency and low cost may merely be the result of Government assistance. 

During recent years consumers’ cooperatives have been endorsed by both 
major political parties. Much educational assistance has been given, but 
subsidy is not very important. In some cases consumers’ cooperatives derive 
some advantage from being exempt from rules and taxes affecting other 
types of business. 

22 New Yor\ Times, Sept 5, 1937, in, 8:5. 

28 See O. E. Burley, op. tit., pp. 247-61. 
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In forming Codes of Fair Competition of the National Industrial Recov¬ 
ery Act attempts were made to prohibit patronage dividends, as a form of 
price cutting. Executive orders of the President “ordered that no provision 
of any code of fair competition be construed as prohibiting the payment of 
patronage dividends by a bona fide cooperative association to its mem¬ 
bers.” 24 This precedent is important 

Where prices are fixed by law, as in the case of fluid milk in many cities, 
economies in marketing can be returned to consumers through patronage 
dividends. 

In some instances chain store tax laws specifically exempt cooperatives 
even though they are affiliated under central management. 

2i Ibid ., p. 49. 



CHAPTER XV 

SOCIAL POLICY: SIMPLE TYPES OF RETAILING 

House-to-House Selling 

In many communities regulations affecting house-to-house selling have 
been passed. Peddlers may be prohibited. Or they may be required to regis¬ 
ter and pay a fee. 1 The motive behind such requirements may be (i) to 
protect consumers and the public in general or (2) to protect local retailers 
from outside competition. If the latter were the only purpose regulations 
would apply only to out-of-town sellers. 

Consumers would to some extent be protected if municipalities required 
all peddlers and salesmen to be licensed, and required to present evidence 
that they were bona fide agents of a real company, so that consumers mak¬ 
ing down payments could be assured that goods would later be delivered. 
Fees charged might be designed mainly to cover the cost of maintaining 
the licensing bureau. If fees are higher than this they tend to increase the 
cost of house-to-house selling without improving selling practices. High 
fees tend to be favored by some local retailers who may look upon the 
community as their special precinct. 

The case recently taken to the Supreme Court by the Fuller Brush Co. 
may bring quite a change in house-to-house selling. Green River, Wyo¬ 
ming, passed an ordinance making business solicitation at a private resi¬ 
dence without an invitation a nuisance. The Supreme Court in 1937 upheld 
this law. Many other communities have ordinances patterned on that of 
Green River. In order to evade the law the Fuller Brush salesman visited 
homes and asked someone there to sign a card inviting the agent to call 
again any time he was in town. This procedure was held to be a sham. 2 

Street Selling 

Regulation of street selling has been felt to be necessary in order (1) to 
ensure sanitary handling of goods, particularly of such things as dried figs, 

x See also H. H. Shively, Ohio Ordinances Regulating Retail Competitive Practices , Ohio 
State Univ. Studies, Bur. of Bus. Res., Monog. no. 12 (1929). Some of the laws have been 
invalidated on the grounds that they were in restraint of interstate trade or were an un¬ 
reasonable exercise of police power. 

2 This wave of legislation led to the establishment of a protective association of house-to- 
house sellers. . 
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dates, and breadstuffs, (2) to prevent traffic congestion, (3) to check street 
nuisance which in New York at least has accompanied the street sale of 
fish, (4) to check violation of the weights and measures act. 8 In a recent 
investigation of weights and measures push-cart peddlers were found to be 
frequent offenders. 


Roadside Selling 

Roadside selling was negligible until the days following World War I, 
but has grown rapidly with the automobile traffic, both of passenger cars 
and trailers, and of inter-urban motor trucks. Regulation of several types 
has either been considered or enacted in many States. Proper policing, both 
sanitary and other, is one of the special problems. Provision should also be 
made for safe and convenient parking, otherwise such selling creates a 
traffic hazard. Scales used should be subject to the same inspection as those 
of other retailers. The State of New Jersey requires that 60 per cent of the 
firm produce sold at roadside stands be produced by the seller. Only 40 
per cent may be bought and only 10 per cent of this can come from outside 
the State. The major purpose of this regulation was undoubtedly the pro¬ 
tection of the local farmer stands from those of hucksters who, having 
secured products in the city markets, beguile passers-by into thinking that 
they are authentic farmers with fresh produce for sale. In some cases 
roadside selling has been organized by farm growers’ associations. 4 

Public Markets 

Since the establishment of a public market is often the result of munic¬ 
ipal action and State aid is occasionally given, it is important to consider con¬ 
ditions which contribute to success. There is many an American city which 
after building and equipping a public market has found itself with a white 
elephant on its hands. Whenever prices to consumers appear unduly high 
or when those received by farmers appear especially low, suggestions tend 
to arise, here and there, for the establishment of a public market. Local 
conditions should be examined with very great care before such a venture 
is undertaken. Failures may arise because of poor management, or condi¬ 
tions in general may have been very unfavorable. Efficiency of present 
retailing agencies, including neighboring roadside stands, local prejudice, 
availability of a good site for such a market, extent to which people have 
home gardens, consumers’ interest in the superior quality which goes with 
freshness, their willingness to go some distance, to do without credit and 

8 Push Cart Markets m New York City f U. S. Bur. of AgrL Econ., Preliminary Report 
(mimeo-), 1925. 

4 See Caroline B. Sherman, “Regulating Roadside Markets,” /. H. Ec., vol. XXIV (1932, 
Je.), 511-14- 
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delivery service, to carry a market basket, are important factors to take into 
consideration. To attract a considerable number of buyers the volume and 
variety of products likely to come into the market are important. A city 
having many small-scale truck farmers near at hand is more likely to be 
successful than one where a limited number of products are raised on a large 
scale. It is necessary to determine whether the higher price which farmers 
are likely to receive this way is sufficient to reward the time and effort neces¬ 
sary for this kind of selling. 

Cities of from 25,000 to 50,000 are considered most satisfactory for the 
operation of a successful market. Sherman states, “As a general rule a town 
can not support a public market successfully unless it has a population of 
10,000 or more. This is likely to be true even of an open curb market, when 
success year after year is considered. There are exceptions, especially in 
communities in which a permanent organization like a women’s club or 
a housewives’ league supports the market.” 5 In New York State there has 
been some success in towns of under 25,000. It is of interest that the State of 
Massachusetts in 1915 passed a law requiring that all cities of 10,000 or more 
population should establish a public market. 

To be a success from the consumer point of view a public market, in con¬ 
trast with existing agencies, must provide either better products or lower 
prices, or both. And a low price is assumed to be one which is low in rela¬ 
tion to the amount of service which goes with the product. The market 
must also afford an opportunity for additional gain to farmers over other 
oudets through which they may sell their products. Some farmers find 
public market selling profitable only because family labor is used which 
might otherwise be unemployed, or employed only at tasks bringing a much 
smaller return. The growth of large cities and the development of roadside 
markets have both tended to reduce the importance of the public markets. 

5 Is the Public Market a Good Civic Investment? U. S. Dept. Agr. Leaflet 73, 1931, p. 8. 



CHAPTER XVI 

SOCIAL POLICY; INDEPENDENTS AND CHAINS 

Chain retailing has been growing and many independents have resented 
the encroachment. Such resentment is far from new. Established retailers 
have from time to time combined to suppress the introduction of depart¬ 
ment stores, mail-order houses, consumers’ cooperatives, and supermarkets. 
In 1895 department stores were looked upon by many as a menace threat¬ 
ening to bring disaster; later there was alarm over the growth of mail-order 
houses. The rapid growth of supermarkets during the early 1930*3 led to 
organized opposition from many chains along with independents. 

To check the growth of chains, three methods have been used by inde¬ 
pendents: (1) Their business methods have been improved. (2) Legislation 
designed to handicap chains has been passed, including acts imposing taxes, 
regulating quantity discounts, and controlling minimum prices and mark¬ 
ups. (3) Appeals have been made to consumers to support local institutions 
even to the extent of sacrificing some self-interest. 

The effect of the slogan, “patronize home dealers,*’ is very difficult to 
gauge. Fortune in January 1937, following a survey, reports that many 
families favoring taxes on chains were patronizing them and the major 
reason given for such patronage was “lower prices.” 

Legislation Designed to Check Chains 
Some Existing Taxes 

Taxation by States to check the growth of chains was first used in 1927. 
The depression bringing a decrease in consumer expenditure increased the 
struggle of stores to maintain volume of sales, and at the same time in¬ 
creased the need of State legislatures for new sources of revenue. A great 
wave of anti-chain-store taxation began in 1931. The securing of State funds 
appears, however, to have been only a minor purpose. 1 

1 The F.T.C. reports: “The reason assigned, in most instances, for the enactment of such 
laws is the increasing of revenue, but their mam purpose is to obstruct the development of 
chain store operations. ... A member of the Maine legislature ... in discussing the 1933 
tax law, frankly stated that ‘the object of this bill is not so much for income as it is to assist 
in the correcting of an unbalanced situation that has arisen in this country. 1 In anno uncing 
his intention to sign the chain-store tax bill passed by the legislature of Maryland in 1933, the 
Governor stated that while it was contended the measure would raise the needed revenue, 
he was not approaching the bill as a revenue measure, that he considered the real issue as social 
and economic, that the bill undertakes to restore to the independent merchants and business 
men equality of opportunity by subjecting the chain store, whose operations are impe riling 
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The interpretation of purpose differs widely. Proponents of independents 
describe the taxes as a device “to correct a bad economic system,” and the 
chains describe them as punitive measures against a “legitimate” type of 
enterprise. 

In the early stages experiments were made with various types of taxation. 
Several States imposed a graduated gross receipts tax. Up to date taxes of 
this type have been declared unconstitutional. Indiana’s chain tax was the 
first to be upheld as constitutional by the United States Supreme Court. 
It called for a graduated license fee, based on the number of stores owned 
within the State: $3 for one store and a maximum fee of $25 per store for 
all chains having over 20 units. Indiana later raised the maximum tax per 
store to $150. This is now the common type of tax. The highest fee so far 
imposed is in Texas, where it is $750 for all stores over 50. 

Louisiana has a graduated license tax with a minimum rate of $10 for 
the first store and $550 per store on all units over 25. This law is unique in 
that chains are classified according to the number of stores operated any¬ 
where in the United States. In 1937 this tax was upheld by the Supreme 
Court. 2 Chain-store taxes similar to that of Louisiana were enacted in Mis¬ 
sissippi in 1936 and in South Dakota in 1939. North Carolina in a law 
enacted in 1939 applied chain taxes to wholesale as well as retail units, and 
voluntary chains were specifically included under the tax. 

Some municipalities have ordinances taxing chains. These are of many 
different types. This type of taxation came later than that by States. 3 

Between 1927 and 1938, 28 States enacted 53 chain-store-tax statutes. 4 In 
I 939 special taxes in chains were being levied in 20 States. Such taxes are 
relatively common in States with a high percentage of their population on 
farms, e.g., in 1940, 34 per cent of the population was on farms in the 20 
States having chain taxes in 1939, whereas in the 24 States having no chain 
tax in effect between 1935 and 1940, only 17 per cent of the total population 
was on forms. 

Taxation Trends 

Efforts of independents to have taxes imposed on chains has had legisla¬ 
tive effect. In recent years few taxes have been repealed. Some upward revi- 

those opportunities, to the burden o£ graduated license fees.” Find Report of Chain Store 
Investigation, pp. 78-79. 

2 Taxation of this type might be applied to other large corporations. Interstate commerce 
and our whole system of specialization and mass production might be greatly modified by 
State groups trying “to protect home industry.” 

8 See M. W. Lee, "Recent Trends in Chain-Store Tax Legislation,” J. Bus., Univ . Chicago, 
vol. 13 (1940, Jy.), 267-70; and R. Cassady, “The Integrated Marketing Institution and 
Public Welfare,” /. Mar\., Jan. 1942, pp. 252-66. 

* For discussion of development of chain-store taxation up to 1937 see M. W. Lee, Anti- 
Chain-Store Legislation, Univ. Chicago Studies in Bus. Adm., vol. 9, no. 4, 1939- 



234 


CONSUMERS AND THE MARKET 


sion of rates has occurred. A popular referendum in Colorado in 1938 
resulted in the retention of a chain tax. Furthermore, a 1940 decision of the 
United States Supreme Court suggests that the Court has an open mind on 
the matter of a graduated gross receipts tax, a tax that strikes much more 
directly at volume than does a graduated license tax on store units. Addi¬ 
tional cities have imposed taxes on chains. 

Chain store proponents point to other events as evidence that the wave of 
taxation is subsiding. Some legislatures have considered repeal bills. Courts 
in both Pennsylvania and Kentucky declared their State statutes to be un¬ 
constitutional. The judgment rendered in a Kentucky case indicates sqme 
measure of success accruing to effort of chains “to show that the taxing laws 
have been erected upon a false appraisal of the economic elements involved 
and that with the economic base untenable, the levies are unwarrantably 
discriminating.” 5 

The Kentucky court pointed out that the differential treatment of chains 
and independents was assumed to rest, for example, on different manage¬ 
ment, buying efficiency, operating costs, centralized warehousing. The 
court said, “These same points of difference appear between owners of in¬ 
dependent units. One owner has an abundant supply of capital; another a 
limited supply. One buys for cash and obtains cash discounts; another 
buys on credit. One is skillful in buying; another is unskillful. One operates 
his business on the cash and carry plan, while another extends credit and 
operates a delivery system. Skillfulness in buying and efficiency in manage¬ 
ment are personal attributes regardless of whether the merchant owns one 
or many stores. . . . The quantity of capital employed . . . arises from the 
size of the business, and not from the number of stores. A classification of a 
business, based on differences in number alone, is without substance.” 6 

The tendency of courts to apply the tax to voluntary chains tends to 
divide the ranks of those looking upon themselves as independent retailers. 
This is likely to reduce pressure for taxation and to increase interest in re¬ 
peal. 

A Proposal for a Federal Law 

So far no Federal tax on chains has been imposed. 7 The Patman House 
Bill, when introduced in 1938, proposed taxation designed, in large meas¬ 
ure, to abolish interstate chains. The schedule of taxes proposed would im¬ 
pose a tax of $1,000 a store for all stores in excess of 500 in a chain. “In addi- 

B M. W. Lee, /. Bus., op . at., p. 273. 

6 Great Atlantic and Pacific Tea Co. vs. Commonwealth, 128 S.W. (2d), 581 (1939), 
Kentucky. 

7 For discussion of Federal taxation of chains see G. H. Brown M A Note on Federal Taxa¬ 
tion of Chain Stores,” /. Bus., Univ, Chic., vol. 13 (1940, Jan.). 
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tion to this tax, if the chain operates in more than one State, the tax shall be 
multiplied by the number of States in which it operates.” 8 

Non-Tax Legislation Affecting Chains 

The Robinson-Patman Act, passed in July, 1936, by the Federal Govern¬ 
ment, aims to control the granting of all quantity and special discounts. 
The effects of the act are left for later discussion in conjunction with other 
legislation attempting to control prices. It will be noted later, however, 
that buying advantage accounts for only a small part of the difference in 
selling price of chains and independents. 

“Fair” and “unfair” trade laws either specifically directed against price 
cutting or requiring prices to be a given level have commonly been described 
as anti-chain measures. These are discussed in Chapter XXX. 

A few attempts have been made to require all food stores under one 
ownership to charge the same prices regardless of cost. In Minnesota A&P 
got a permanent injunction against such a ruling. Prices uniform from 
store to store do not permit prices to reflect difference in cost in different 
situations. 


Effect of Taxes on Chain Stokes 

It has already been pointed out that the census reports a decline from 
1930 to 1940 in the number of chain stores, the decline being especially 
marked in the case of filling stations and grocery stores without fresh meat. 
Chain sales in the total grocery business, however, were much the same in 
1939 as in 1929. In addition, the number of chain stores and proportion of 
chain sales in some types of business gready increased. This picture for the 
country as a whole includes States with and without chain-store taxes. 

The effect of a progressive license tax based on number of units will de¬ 
pend on several things: 

(1) The level of profits in the various units is important. If the taxes in¬ 
curred because of the existence of any given unit of a chain can be paid out 
of profits that unit will continue. The addition of the tax may cause the 
closing of those units that were previously just covering costs. 

(2) The volume of sales in the various units will also have a bearing 
on the effect. The larger the volume the less important is a license tax of a 
given size, and the smaller the price increase necessary if the tax is to be 
passed along to consumers. 

(3) The possibility of introducing improvements in methods, especially 
those peculiar to chains, that will increase profits sufliciendy to cover the 

8 Congressional Record, testimony of W. Patman, Subcommittee of Ways and Means Com¬ 
mittee, March 27,1940, p. 1. 
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increased taxes, and the possibility of larger volume so the tax becomes 
relatively less important have a bearing on the effect of a tax. 

Profits are much affected by the stage of development in a form of 
business. From time to time some entrepreneurs see what appear to be 
desirable changes. If they are correct, the profit advantages are likely to 
be relatively high during the early stages. As the type of business expands, 
profits tend to decrease. Chains expanded first in convenience goods and in 
larger cities. When taxes were imposed chain expansion was just getting 
under way in small cities and rural areas, and chain selling was being intro¬ 
duced for stores carrying a limited line of style goods such as clothing and 
shoes. It would seem highly probable that the relatively small volume of 
sales possible in some rural communities in any one unit of a chain would 
check the expansion of chain units. On the other hand profit opportunities 
from chain selling in these communities is just being discovered, so the tax 
may check expansion less than if the profit opportunities had already been 
well explored. 

The effect of a progressive license tax depends on whether it is based on 
the number of units within the State, as in Indiana, or the number within 
the United States as a whole, as in Louisiana. The former imposes a rela¬ 
tively heavier burden on regional and local than on national chains, and 
the latter reverses the situation. 0 

In order to study the effect of taxation on chain development, data from 
the census of distribution for 1930 and 1940 have been compared for two 
groups of States similar in rural-urban development, one group with and 
one group without chain taxes. Data are also given for Louisiana which 
bases its graduated license tax on the number of chain units in the nation 
rather than the State. (See Table 25.) 

This comparison suggests that the taxes had a slight effect on chain de¬ 
velopment between 1930 and 1940. 10 In both groups of States however 
there was (1) a marked falling in number of chain grocery stores and a 
sharp rise in volume of sales per store, (2) a sharp fall in the importance of 
chain filling stations and drug stores, (3) a marked increase in the im¬ 
portance of department, shoe, and clothing chains. It is apparent that the 
growth of supermarkets and the shift away from chain filling stations and 
the check on the expansion of grocery chains were in the picture apart 
from the taxes imposed. Differences in the two groups of States are slight. 
In the group of States with taxes, (B), a slight decrease occurred from 1930 
to 1940 in the percentage of grocery sales made by chains; whereas in the 

* For discussion see M W. Lee, Antt-Cfutm-Store Legislation, Studies in Bus. Admin, 
Uni*. Chicago, vol. 9, no. 4, 1939, p. 47. 

10 The comparisons in Table 25 ignore the fact that chain stores in States without tarn 
may have been affected by the chain taxes imposed w neighboring States in that the efficiency 
of centra] agencies may have made it desirable to effect similar changes m both States. 
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group of States with no taxes, (A), some increase occurred. The relative 
increase in sales volume for shoe and clothing chains was somewhat greater 
for the untaxed (A) than the taxed (B) group, and the decrease in relative 
importance of sales of chain filling stations was somewhat less. 

Graduated license tax has undoubtedly caused some chain units to be 
closed, mosdy (it would seem) in villages, towns, and small cities, where it 
is harder to get a large volume of sales than in larger places. Systematic 
studies of store closings in both those States having and those not having 
chain taxes should help to substantiate or disprove this thesis. 

What groups of people are likely to be most affected by the closing of 
units? Closings in small towns and villages will affect all rural people, 
both farm and non-farm. They may have shifted their purchasing to nearby 
cities where, with ability to get large volume of sales, chain stores have 
been continued. In larger cities any reduction in number of units is most 
likely to affect families without automobiles, who regularly patronize cash- 
and-carry stores only if they be close at hand. 

Effect of Taxes on Prices 

Have chain taxes increased prices to consumers? Again it is necessary to 
point out that there are no data available to answer this question. A few 
speculations on changes that might be expected are, however, in order. 
These should be fully thought through by anyone proposing to supply 
missing data. 

A chain with additional taxes to pay has several options. It may (1) pay 
the tax out of profits, (2) pass it on to consumers in the form of higher 
prices, (3) close one or more stores in order to avoid the tax. All three 
methods have undoubtedly been used. Only the first will have no immediate 
price effect. 

In considering the possible effects it should be noted that the rate of 
profits of grocery chains, which were among those early in the field, even 
by the early 1930’s were showing a decided downward tendency. 11 Such a 
decline is to be expected as any type of business expands under competi¬ 
tion. It may be that at one stage a business might pay ail taxes out of profits. 
But a reduction in profits will either halt expansion or as the expansion 
continues and profits decline the taxes will eventually be passed along to 
consumers in the form of higher prices. 

It should also be noted that most independent retailers desiring the levy¬ 
ing of additional taxes on chains appeared to hope that the tax would have 
price-raising effects or would cause some stores to close. Only in this way 
would the taxation benefit them. 

11 Federal Trade Commission, Invested Capital and Rates of Return of Retail Chains , 1934. 
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Table 25; Chain Status in 1929 and 1939 (in States Having in 1940, 20 to 40 per cent 
of Total Population of Farms): (A) 10 States Having No Chain Tax, (B) 8 States 
Having Graduated Chain Tax Based on Number of Stores within State, and (C) 
Louisiana Having Graduated License Based on Chain’s National Status * 



(A) » 

(B)b 

(C)° 


( untaxed ) 

{taxed) 

( Louisiana ) 

Population on farms d 




Percentage 




1930 

35.7 

34.4 

39*3 

1940 

32.8 

30.7 

36.1 

All stores 




Percentage of total sales by chains 


15.8 


1929 

16.0 

12.7 

1939 

20.9 

19.7 

18.0 

Percentage of total stores which were chains 



1929 6 

8-5 

9.0 

5-3 

1939 

6.1 

5*9 

4-5 

Grocery stores f 




Percentage of total sales by chains 


25-6 


1929 

27.1 

22.3 

1939 

Percentage of stores which were chains 

29.7 

25-3 

6.4 

21.2 

1939 

7-3 

3-4 

Department stores 




Percentage of total sales by chains 




1929 

42.2 

38.2 

16.3 

19 39 * 

Percentage of stores which were chains 

50.7 

52.5 

33*2 

1939 

75-9 

70.5 

50.0 

Shoe stores 




Percentage of total sales by chains 


34*6 

34*6 

1929 

30.1 

1939 

38.9 

39*7 

44*6 

Percentage of stores which were chains 

20.6 



1939 

:u 

23.0 

Clothing stores 




Percentage of total sales by chains 

4 



1929 

20.1 

18.1 

ix.8 

i 939 h 

Percentage of stores which were chains 

22.9 

18.3 

30.6 

1939 

X0.0 

11.3 

14.4 

Filling stations 




Percentage of total sales by chains 




1929 

28.7 

35*6 

26.x 

1939 

Percentage of stations which were chains 

8.0 

7-7 

8.6 

1939 

3.6 

3-3 

4.0 

Drug stores 




Percentage of total sales by chains 

1939 1 

Percentage of stores which were chains 

22.7 

22 JO 

26.9 

1939 

5.3 

5-8 

5*9 


* Sources: U. S. Sixteenth Census, preliminary releases; U. S. Fifteenth Census, Distribution, 
vol. I, pL. 1. 

ft (A) group includes Arizona, Kansas, Missouri, Nebraska, New Mexico, Oklahoma, 
Oregon, Vermont, Virginia, Wyoming. Most of these States have never had a chain store tax. 
None have had taxes in effect since 1935. 


\ Notes to table continued on p. 239] 
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If chain units are closed because of the tax, and consumers formerly 
buying there do not shift their patronage to a continuing or reorganized 
chain store, they will shift to independents that may or may not have 
prices higher than chain prices. Existing independents in this case will for 
a short time at least have a larger volume. This should lead to some reduc¬ 
tion in their per unit cost and give them a larger profit even though they 
do not in the absence of chain competition raise prices to consumers. There 
is nothing, however, in the situation that compels them to share the lower 
costs with consumers in the form of lower prices. Any increase in profit 
at fixed margins attracts more stores. In so far as these newcomers accept the 
established margins, as is held by some to occur in many cases, there is no 
tendency for the increased number of stores to reduce prices to consumers. 

Criteria to Evaluate Chain Regulation 

Chain taxes exist in many States. City levies are increasing in number. A 
Federal measure designed to eliminate interstate chains has been vigorously 
promoted. It is necessary to consider whether chains provide a desirable 
method of retailing, and what is suitable regulation for existing abuses as¬ 
sociated with this type of selling. 

An appraisal of any type of business should depend upon its relationship 
to social goals. Two outstanding goals are to be considered: (1) Efficiency 
in carrying on marketing, and (2) Contribution to the development of in¬ 
dividuals and communities. Things that contribute to one may not con¬ 
tribute to the other. Compromise may be necessary. 

Chains must not be condemned merely because they bring change that is 
painful to some. In an economic system such as ours changes in retailing are 
not strange and abnormal. They are to be expected. Those losing business 
of course complain; the process hurts, it pinches some badly. Such shifts 

(B) group includes Colorado, Idaho, Indiana, Iowa, Minnesota, Montana, Texas, Wis¬ 
consin. All of these States had taxes in effect in 1939, most of which had been in effect for 
several years. The chain tax in ’Wisconsin expired July 1st, 1939. 

0 Mississippi has had a tax of this type since 1936, but was not included since 64 per cent 
of its population in 1940 was on farms. 

d Total population increased somewhat less in the (A) group of States than in the (B) 
group: 3.8 per cent in contrast with 8.2 per cent. This, plus average retail sales per capita, 
suggests that the States in group (B) were relatively more prosperous during the period 
covered. 

• Similar data are not available by type of store. 

1 These include grocery stores without fresh meat, and combination grocery and meat stores. 

* For some States sales of mail-order houses were grouped with chain department stores. 

h Clothing stores include these groups: M Men’s-boy$’ clothing, furnishings, hat stores,” 
"Family clothing stores,” “Women’s ready-to-wear stores.” In a few States, because of the 
small number of chain units, their sales volume was included with independents or other 
types. Estimates were made, but they were unimportant in the total. 

1 Comparable data are not available for 1929. 
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are part and parcel of the competitive system, on which we still depend to 
make fuller use of productive resources, and to aid in developing better 
business methods and organization. It is, however, desirable to direct the 
process of change so that its net effect spells progress. 

The Federal Trade Commission states the public interest in this matter: 

Advantages or disadvantages such as manifest themselves in profits, mar¬ 
gins, quality of goods, services rendered, managerial efficiency, and low over¬ 
head, are purely economic in character. Under a competitive system such ad¬ 
vantages and disadvantages are presumably not subject to removal by law, and 
it is to be expected that the type of distribution which gives the greater sum 
total advantages to the consuming public will increasingly prevail . 12 

It is not easy to appraise public interest in this controversy. The rapid 
growth of chains is partly responsible for this difficulty. A slower develop¬ 
ment would have been less disrupting. McNair says: 

In this development events have marched so fast that among business men 
bewilderment and resentment at change not infrequendy have outstripped un¬ 
derstanding . 18 

In examining the charges against chains as well as their alleged merits, 
one runs the danger of being submerged by competitive propaganda that 
purports in some cases to represent the feelings of an outraged public rather 
than the wails of certain business groups resisting a change in status quo . 


Do Chains Bring Greater Efficiency? 

First it is important to recall a fact discussed at length in Chapter XII, that 
bigness does not necessarily lead to more efficient use of resources and lower 
per unit costs, that bigness, after a certain point of size is reached, may be 
used for exploitation rather than better functioning. 

In examining the efficiency of chains evidence will be sought first of all 
in prices consumers must pay for goods purchased. Following this price in¬ 
formation, methods used to fool consumers, so that they think prices are 
lower than they in fact are, will be examined. Then data on relative effi¬ 
ciency in performance of selected functions, and on gross margins, will be 
examined. Following that consideration will be given to some explanations 
of relatively low gross margins other than efficiency. Then the monopoly 
aspects of chains will be considered, those existing at the present time and 
those likely to arise in the future. Both their monopoly position as buyers 
and as sellers will be considered. 


12 Find Report of Cham Store Investigation, p. 66. 

18 M. P. McNair, Expenses and Profits tn the Chain Store Business, p. jix. 
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Findings of Price Studies 14 

Systematic comparison has been made of prices of selected commodities 
in chains and independents. Groceries and drugs, especially the former, have 
more frequently been studied than other products. In many cases, but not 
all, the comparison is limited to national brands. 

One study of a single product, canned tomatoes, has been noted. It was 
found that: 

Over the three-year period, chain store prices for tomatoes averaged 1$ per 
can less than independent store prices. The greatest variation between the two 
types of stores occurred in 1935 when chain store prices averaged 1.6$ per can 
less than independent store prices. 15 

A slightly smaller proportion of the tomatoes in chains than independents 
graded Extra Standard or better. 

In all studies noted to date, chains have on the average lower prices 
than .independents. Findings in Table 26 are fairly typical, although many 
studies show a somewhat larger saving than is reported here. As far as 
possible, items selected were representative, and qualities kept comparable. 
Weighting the data according to volume of the separate items sold increases 
the price difference indicating that chains do not concentrate their low 
prices on those products having low volume of sales. 

Price difference is greater for some types of food than others. For exam¬ 
ple, a study by Converse reports a much greater price difference for canned 
goods, and desserts and condiments than for meats, dairy products and 
eggs, cereals, coffee, sugar, and fresh fruits and vegetables. For each group 

14 Some studies to which specific reference is not elsewhere made: 

X. R- S. Alexander, “A Study in Retail Grocery Prices,” Jour, of Commerce, Feb. 9, 16, 
and 23, 1929, has findings rather different from the other studies One method of 
handling his data showed independents underselling chains by about 5 per cent. 
Another method indicated that chains undersold independents by about 2 per cent. 

2. R. Cassady, Jr. and H. Osdund, The Retaxi Distribution Structure of a Small City, 
Studies in Econ. and Bus., Univ. of Minn., no. 12, 1935, 

3. Dorothy Dowe, “A Comparison of Independent and Chain Store Prices,” J. Bus., 
Univ. Chic., April, 1932. 

4. R. W. Lyons, “Chain Stores Effecting Substantial Economies,” Cham Store Progress, 
May, 1931. 

5. E. Z. Palmer, “Chain Store Price Survey in Lexington, Kentucky,” Jour . of Com¬ 
merce, July 19, 1930, p. 11. 

6. C. F. Phillips, “Chain, Voluntary Chain, and Independent Grocery Prices, 1930 to 
1934,“ /• Univ. Chic., vol. 8 (1935), pp. 143-49. 

7. D. D. Nuetzman and M. Muse, Price Variations among Retail Grocery Stores of 
Burlington, Vermont, Vt Agr. Expt. Sta. Bui. 466, 1940. 

8. M. D. Taylor, “Prices in Chain Stores and Independent Grocery Stores in Durham, 
N.C.,” Har. Bus . Rev., vol. 8 (1930), 413-24* 

9. M. D. Taylor, “Prices of Branded Grocery Products during the Depression,” Har . 
Bus . Rev., voL 12 (1934, Jc-)» 439- 

15 lnd. Agr. Expt. Sta„ Bui. 438, p. 2. 
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Table 26: Price Differences in Chain and Independent Stores as Indicated by 
Investigations Made by the Federal Trade Commission, During the Years 

1929 to 1931 


LOCATION 


NUMBER OF 
ITEMS 


PERCENTAGE BY WHICH PRICES 
OF INDEPENDENTS EXCEEDED 
THOSE OF CHAINS 




Unweighted 

Weighted d 

GROCERY* 

Washington, D. C. 

274 

7-3 

6.4 

Memphis, Tenn. 

193 

6.0 

8.3 

Detroit, Mich. 

183 

7a 

10.5 

Cincinnati, Ohio 

120 



Large Chains 


6-3 

8.8 

Small Chains 


5*7 

9.8 

DRUGS b 

Washington, D. C. 

226 

10.7 

22.7 

Memphis, Tenn. 

212 

12.4 

20.7 

Detroit, Mich. 

25 6 

11.6 e 

17.5 0 

Cincinnati, Ohio 

2 68 

9.8 

20.3 


* In Washington, the first dty in which the investigation was conducted, identical brands 
only were priced. “In making up the list of items to be priced ... it was decided to omit 
bulk goods, including fresh meats and fresh vegetables and fruits, almost entirely, on account 
of this difficulty of establishing comparability of items priced in different stores.” Sen. Doc. 62, 
I 933, p. 26- The comparison was thus limited mainly to the brands and sizes carried by both 
chains and independents. Both fast and slow moving lines were priced. In the other a ties 
certain articles were included without designating the brand since for a large number of 
commodities relatively few brands were carried by both chains and independents. The quali¬ 
ties were, however, comparable. 

b Items did not include soda fountain and luncheonette departments, drugs not identified 
by brand names, drugs used almost exclusively in compounding prescriptions, variety and 
novelty goods. The list of items to be priced m both the chains and independents was made 
up largely of items bearing nine or less familiar brand names. 

c Pnces for chain stores were secured from headquarters. There seemed to be some likeli¬ 
hood that store prices would be different from those authorized. Accordingly store prices were 
investigated. In the case of groceries the difference found was negligible. In Detroit chain drug 
prices were checked in the stores. They were found to be appreciably higher than the prices 
authorized by chains. In the Liggett chain the difference was slight. For the other two chains 
they were 2.37 per cent and 4.30 per cent higher (weighted figures). In Detroit, independent 
prices were 10.4 per cent (unweighted) and 14.5 per cent (weighted) higher than those of 
store prices in chains. Store prices were not secured in the other cities. 

4 Geometric average of weighed results. 


of foods prices were lower in the chains than in cash-and-carry inde¬ 
pendents. 18 

Trends in price differences have to some extent been studied. For ex¬ 
ample, Phillips reports for five towns in central New York that in 1938 the 
chain grocer is underselling both the voluntary chain and the independent 

18 P. D. Converse, "Prices and Services of Chan and Independent Stores,” /. Marketing 
(1938* Jan.), 193-200. 
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grocer, but the independent has improved his price position remarkably 
since 1930. New York State has no chain store tax. 17 

In a study made by Vaile and Child, 18 an attempt is made to compare 
both price and quality; the two are combined into a measure of value re¬ 
ceived for money spent. 19 For all the grades. A, B, and C, chain store 
prices were uniformly lower than in other stores; quality was, however, 
slightly lower also; but values in chain stores were higher, especially for 
the A and B grades. For all grades the combined value from ownership 
chains was 10 per cent higher than for all stores together. 

Some studies have included all types of independents even though it is 
recognized that prices in these probably vary widely. One study states 

A comparison between the chains and the average independent merchant is in 
a sense misleading, however, because it conceals the very significant fact that 
the more efficient of the latter are not appreciably undersold by the chains. 
There is a group of cash-and-carry independents in Chicago, the members of 
which on the strength of price performance are quite as entitled to patronage 
as are the chains. Similarly, indications are that many service independents are 
quoting prices no higher than the average by an amount not exceeding service 
costs. In no sense has the ability of chain organizations to bring grocery products 
to the consumer at lower prices than the unit store can quote been demonstrated. 
On the contrary there is evidence to the effect that a well managed unit store 
can serve the public as well as a chain, and prosper . 20 

Newcomer and Perkins found, in one small city, that the lowest-price 
independent store has prices as low as the lowest-price chain, but that the 
highest-price independent is much higher than the highest price chain; and 
that the chain stores, on the average, were underselling the independents, 
for the commodities selected, by 8 to 10 per cent. 21 

The Federal Trade Commission, in one analysis, classified stores by 
type of service. (See table 27.) They report lower prices in chain stores than 
in the no-service independents. These no-service independents probably in¬ 
cluded some neighborhood stores as well as stores in centralized shopping 
districts. 

Limited comparison has been made of prices in regular stores and so- 
called supermarkets. Phillips found that in 1939 for the 84 food items used 
by the U. S. Bureau of Labor Statistics in its index of retail prices, that old- 

17 “Chain, Voluntary Chain, and Independent Grocery Store Prices, 1938,” /. Bus., Univ. 
Chic, 12 (Jan. 1939) , 24-29. 

18 Grocery Quahttes and Prices, Univ. o£ Minn., Studies in Econ. and Bus., no. 7. 

19 The investigators recognize that “this measure of value is a matter of estimate, for there 
is no objective measure of the difference in quality that offsets a difference in price.** Ibid., p. 8. 

20 E. Bjorklund and J. L. Palmer, A Study of Prices of Chains and Independent Grocers 
in Chicago , Univ. of Chicago, Studies in Bus. Administration, vol. I, no. 4 (1930), p. 54. 

21 M. Newcomer and M. Perkins, “Price Variations among Poughkeepsie Grocers,” f. Mark., 

vol. 4 (1939* Jy-), 39- 
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Table 27: Total Selling Price of Selected Items, in Certain Specified Stores, in 

Washington, 1929 * 


NUMBER OF IDENTICAL ITEMS 



26/ 

136 

TYPE OF STORK 

Selling price Price in 

Selling 

Price in 


( dollars) United 

price 

United 


Pood = 

(1 dollars ) 

Food = 


100 


100 


Independent stores (other than co¬ 
operatives) 


No Service 

52.27 

100.3 

29.63 * 

100.2 a 

1 to 49 per cent service 

51.65 

97-2 

t 

t 

50 to 100 per cent service 

Retail Cooperative Stores 

53-21 

102.1 

f 

t 

United food (all are service stores) 

52-13 

100.0 

29.57 

100.0 

District Grocery 

t 

t 

28.90 

97-8 

1 to 49 per cent service 

49-94 

95.8 

t 

t 

50 to 100 per cent service 

50.81 

97-5 

t 

t 






Sanitary Grocery Company 

t 

f 

27.99 

94-7 

The Great Atlantic & Pacific Co. 

t 

+ 

27.98 

94.6 

American Stores Co. 

t 

t 

27.69 

93-6 

• F.T.C., Chain Stores—-Washington, 

D. C., Groceries, Sen. Doc. 62, 

► 1933 , PP- 

17 and 19. 


Prices here are unweighted* 
t Data not given. 
a Includes all types of service. 


line chain supermarkets were underselling independent supermarkets in 
two cities in New York. Prices in the combination grocery and meat stores 
of old-line chains (exclusive of supermarkets) were in one city higher and 
in one city lower than prices in independent supermarkets in these cities. 22 

In some cases, difference in location of stores has been taken into account. 
Four separate studies comparing prices in chains and independents have 
been made in the Twin Cities. (See Table 28*) 

In each case these have been made cither on identical brands of goods or on 
easily recognizable and comparable articles. 


Table 28: Grocery Prices Charged in Various Types of Retail Stores, Twin 
Cities, During Years 1927 to 1931, Expressed in Percentages * 


TYPE OF STORES 

1927 

1929 

1930 

I 93 i 

Ownership chain 

100.0 

100.0 

100.0 

X00.0 

Voluntary chain 

— - 

110.0 

109.5 

108.9 

Other community independents 

112.0 

108.5 


106.6 

Loop-district independents 

— , 

— 

- ■ 

98.5 

Apartment-house independents 

— 

— 

112.7 

II 3.3 


•Roland Vaile, Grocery Retailing, p. 45. 


22 C. F. Phillips, “Supermarket and Chain-store Food Prices,” /. Bus., Univ. Chic., yoL 12 
(1939, Oct.), 323-36. 
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Apart from groceries and drugs comparative prices in chains and inde¬ 
pendents have been little studied. A notable exception is the price compari¬ 
sons made by Beckman and Nolen in Florida of piece goods, furnishings, 
automobile parts and accessories. On piece goods and furnishings 1,818 
price quotations were secured, 46 per cent from chains and 54 per cent 
from independents. In independent stores the weighted average price for 
all the 32 commodities priced was 38.35 cents, for chains having from 4 to 6 
stores it was 34.38 cents, and for chains with 15 or more stores it was 32.05 
cents. Spark plugs. Champion, type C-4, averaged 64.5 cents in independ¬ 
ents, 64.0 cents in chains with 4 to 8 stores and 59.0 cents in those with 
7 to 10 stores. 23 

The general findings of price studies up to date are that chains do pro¬ 
vide price savings for consumers over independents in general, but that 
some independents are matching chain store prices. 

Some Criticisms of Price Studies 

Studies comparing prices in chain and independent stores have now been 
made for more than a ten-year period. Methods of analysis have improved. 
Recently increased attention has been given to differentiating independent 
stores, so the existence of a small core of them having prices equal or close 
to those of chains is evident. Studies have concentrated on food, probably 
because of the relative ease of comparing its quality as well as die early 
importance of chains in this field. Even so comparisons may have failed to 
distinguish sufficiently between different types of foods,—groceries and 
fresh fruits and vegetables. Reports from families indicate a belief that price 
savings are greatest in the case of groceries. There is need to extend studies 
to more commodities, secure prices from a representative sample, deter¬ 
mine quality tests so that comparisons can go beyond national brands. 
Distinction needs to be made within both chains and independents so that 
difference among them does not obscure the findings. 

Do Consumers Misjudge Price Level of Chains? 

Price studies show that although some independents meet chain store 
prices, the chains in many cases have a price advantage to consumers. The 
charge is made, however, that chains attract patronage by making con¬ 
sumers think that prices are lower than they really are. This, it is charged, 
is accomplished by several practices: (a) extensive advertising which states 
that prices are low when in fact they are no lower than those of competing 
independents who may not however be in a position to advertise, (b) ex¬ 
tremely low prices on a few products, (c) quality lower than consumers 

28 T. N. Beckman and H. C. Nolen, The Chain Store Problem , pp. I 3 °“ 35 - 
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think that they are getting, (d) giving short weight and short change. Some 
of these will be discussed. 

To the extent that deception is practiced in any store, whether it be chain 
or independent, it seems desirable to “let the punishment fit the crime,” to 
attack the abuses with separate and appropriate means. 

Loss Leaders 

A loss leader is a commodity priced in order to attract customers to the 
store in the hope that they will buy not so much the merchandise specially 
priced as other commodities. The term used by various people has different 
meanings. It may refer to goods priced below the net purchase price, or 
merely to goods priced below the usual level, or to goods having less than 
average markup. 

The use of leaders is at times claimed to be an unfair trade practice be¬ 
cause it deceives some buyers. Those having a very vague knowledge of 
prices may infer from the wide publicity of a few leaders that prices in 
general are much lower than they really are. Chains use “loss” leaders even 
to the extent of selling at times below the net purchase price. 24 But they 
are not alone in this practice. 

There seems to be considerable likelihood, however, that chains use this 
method more than independents. The latter, not having so detailed a system 
of accounting and not making so careful an analysis of stockturn and effect 
of loss leaders on total profits, may hesitate more than chains at putting the 
selling price of an article below its net purchase price. Facts are, however, 
still lacking concerning actual difference in such practice between chains 
and independents. 

Many goods offered at very low prices by chains, which may appear to 
independents as loss leaders selling below net purchase price, are in reality 
bringing the chains a fair margin of return. The low price may be possible 
because of large-scale manufacturing economies achieved in their own 
factories, special discounts received from manufacturers, and low operating 
costs. 

Loss leaders have merit to those consumers who take advantage of the 
low prices without at the same time buying things that can be secured 
cheaper elsewhere. Some consumers regularly shop for price specials. The 
use of loss leaders relates to only a small proportion of products sold by 
any one store, for a store cannot stay in business long if loss leaders con- 

24 Out of 1,458 chains operating 47,966 stores reporting on the sale of leaders (other than 
private brands) at less than net purchase price, only 174 chains operating 8.056 stores ad¬ 
mitted that they engaged in this practice for the two years for which the information was 
requested. Ftnal Report of Chain Store Investigation, p. 40. See also F.T.C., Chain Store 
Leaders and Loss Leaders, Sen. Doc. 51, 1932. 
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stitute a large part of its sales. To the store they are likely to be looked upon 
as a substitute for advertising expenditures. They might in fact be looked 
upon as one kind of advertising that provides rewards to consumers who 
study markets most systematically. Furthermore there are natural checks on 
them by systematic shoppers who buy only them. An extreme method of 
checking them was reported from a California city. Stores other than that 
cutting prices on a particular item offered to pay the “regular” price for the 
product to consumers bringing it from the price-cutting store. The loss 
leader was soon withdrawn. 

Quality of Goods Sold by Chains 

In general the price rather than the quality appeal has characterized 
chains. Some people have inferred that chains through private brands sell 
inferior merchandise. 

To throw light on this matter, the Federal Trade Commission, in three 
cities, investigated the quality of canned fruits and vegetables: “The mer¬ 
chandise purchased represents the brands of chains, manufacturers, both 
national advertisers and others, wholesalers, and cooperative chains ” The 
products were graded according to the established standards of the U. S. 
Department of Agriculture. Of canned vegetables the report states: 

The brands of the chains (apart from spinach & pumpkin) were only slightly 
below those of nationally advertising manufacturers in the proportion of their 
cans grading “fancy,” “extra standard,” and “standard,” respectively. They 
make a slightly better showing than non-nationally advertising manufacturers 
in the “fancy” grade, and show a materially higher proportion for “extra stand¬ 
ard.” Compared with wholesalers, the chains show a distinctly higher propor¬ 
tion in “fancy” and a somewhat lower proportion in “extra standard.” Chains 
lead the cooperatives slighdy in proportions of their brands of canned vegetables 
grading “fancy,” but for the “extra standard” grade the brands of the coopera¬ 
tives had a much higher ratio. 26 

With respect to fruit the Commission found: 

As with canned vegetables, there were marked differences in the grades of 
manufacturers who advertise nationally and those who do not, the former being 
higher in quality. There was also the same general close corespondence in the 
grades of die chains and nadonally advertising manufacturers. Furthermore, 
the comparisons of the grade scores indicate that the chains compare favorably 
with these and other distributors in the quality of their private brands of 
canned vegetables and fruits. 

Final Report of Cham Store Investigation , p. 77. One-fourth of the 1,660 chains fur¬ 
nishing information in 1929 and 1930 owned private brands. They transacted 75 per cent 
of the total business of the group reporting. Private brand sales in those stores reporting 
them amounted to about 25 per cent of the total sales. In grocery and meat stores, including 
A&P and Kroger stores, the proportion was 19.0 per cent (Sen. Doc. 142, 1933, pp. xiv-xvi.) 
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An Indiana study shows that chains sell a slighdy smaller proportion of 
top-grade tomatoes than do independents: “Fifty-one per cent of all the 
tomatoes purchased in the independent store and 42 per cent of the chain 
store tomatoes graded Extra Standard or better.” 26 

For other foods, evidence as to comparative quality is very meager. 
Rhoades, in a study of chain stores and the meat packing industry, found 
that chains handle products of good quality. 

Far from being a low-grade, cheap, cut-price institution, the chain typically sells 
a standard, high-grade product at a moderate or standard price to middle-class 
or upper-class consumers. Practically all packers agree that the chains, particu¬ 
larly the grocery chains handling meats, buy little or no low-grade products . 27 

Many chains handling shopping goods appear to emphasize durability 
rather than fashion; they usually do not provide the latest and smartest 
available. 28 

It is chiefly in manufacturer's chains, which constitute a very small part 
of the total chain business, that “quality” is especially emphasized. In many 
cases these chains handle specialty goods. 

There is no reason to assume from the findings of any studies that con¬ 
sumers have been deceived by quality. In fact, some chains have been 
leaders in providing consumers with information in quality. One study 
already reported indicates that consumers in chain stores get good value 
for their money in canned fruits and vegetables purchased. 

Size of Package 

Chains from time to time are accused of selling undersized packages of 
standard brands. In this way, it is claimed, consumers are deceived. They 
are attracted by the low price per package and fail at the same time to note 
that the package is somewhat below the regular size, or that it is not com¬ 
pletely filled. The Federal Trade Commission reports: 

Such charges have been investigated from time to time. It has been found that 
in some cases the size of the container is changed by some manufacturers, as 
occasion arises, in order to meet price fluctuations. As the chain stores have a 
more rapid turn-over they naturally receive the new size containers before their 
independent competitors do, and the fact that these containers were on sale in 
the chain stores before they reached the independent retailer gives rise to the 
belief that manufacturers were making special sizes for chain stores. 

2e Ind. Agr. Exp. Sta., Bui. 438, 1939. 

27 E. L. Rhoades, Cham Store and the Packing Industry, Univ. of Chicago, Studies in Meat 
Packing Industry, 1929, pp. 10, 12. 

28 There are, however, a few small chains where style and smartness are the main appeals, 
e. g., the Magmn specialty shop chain with its main store in San Francisco and shops in many 
other cities in the Pacific Coast States. This chain takes only lines which it can handle ex¬ 
clusively in its territory. Time reports: “Magnin’s customers are the richest and swankiest 
between the Gulf of California and the Strait of Juan de Fuca ” Feb. 17, 1936, p. 66. 
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It is true that some manufacturers do make special sized packages for chain 
stores, but these are made to sell at a low price. Illustrations may be found ux 
the small packages of popular tooth pastes sold in dime stores. The small sizes 
are not, as a rule, sold in any but chain variety stores, and while some customer 
competitors of chains have objected to this restriction the manufacturer claims 
that he is within his rights in confining the sale of his product in special size 
packages to a class of purchasers of his own choosing. 29 

Assuming however that this type of deception occurs, what should be 
done about it. The use of undersized packages which deceive consumers 
might well be dealt with directly by requiring that products be sold only in 
units of such sizes that differences could readily be recognized. For exam¬ 
ple, soap flakes might be sold only in packages of 4, 8, or 12 ounces or one 
pound or multiples thereof. The sponsorship of such a rule by independents 
as well as chains would be welcomed by consumer groups. 

Short Weight and Short Changing 

Short weight and short changing have both been investigated by the 
Federal Trade Commission. Several commodities in a great many stores 
were purchased. Chains more frequently gave exact weights than did in¬ 
dependents. It was found that the total net shortage (the difference between 
total quantities short and the overweight) on all the items purchased from 
chain stores was 0.32 per cent. For the independents there was an overage 
of 0.14 per cent. The overages and shortages of voluntary chains exactly 
balanced. 80 Although a short weight of 0.32 per cent may appear rather 
small from the standpoint of its effect on the per unit price paid by a con¬ 
sumer buying beans, biscuits, and other things which may be weighed in 
the store, yet in a store with a stockturn of ten, for example, it would 
amount to over a 3 per cent gain on the stock investment. 

The study was limited in scope in that it did not include perishables such 
as fresh fruits and vegetables. Short weight may be greater on these than 
on staples. In an independent store, the owner can by personal supervision 
check waste, careless handling of products, and petty pilfering which may 

29 Ftnal Report of Cham Store Investigation, pp. 23-24. Sec also M. D. Taylor, “A Study 
of Weights in Chain and Independent Grocery Stores, in Durham, N.C.,” Har. Bus . Rev., 
vol. IX, pp. 443-55- 

30 Short Weighing and Over Charging in Cham and Independent Grocery Stores, Sen. 
Doc- *53> 1933- l n this investigation stores were visited in four cities, in various parts of 
the country, having a population of over 100,000. Five bulk staple commodities were pur¬ 
chased, the quantities varying from one-half to four pounds. Purchases were made in a total 
of 1,691 stores in the four cities; 41.5 per cent belonged to 11 different grocery or grocery 
and meat chains; 18.9 per cent were independent stores affiliated with cooperative chains; 
and 39.6 per cent were stores without cooperative affiliations. In a large sample short weights 
which are solely accidental tend to be counter-balanced by overweights. Chains on the whole 
gave a little short weight; 3 out of the 14 chains whose stores were shopped in four cities 
gave a total overage in weight. 
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go on. In a chain store, this responsibility is put on the manager; he is held 
responsible for losses, volume of outgoing goods being checked against 
those which came in. A manager in one of the units of a large grocery and 
meat chain “confessed” privately that his instructions from headquarters 
were to the effect that loss in fresh fruits and vegetables because of spoilage 
should be made up in short weight and short changing customers. If a 
deception was discovered, apologies for the mistake were to be made. 

It may be that some system of shrinkage allowance for shortage of per¬ 
ishables may be evolved so that central management has adequate control 
without forcing this type of deception. 

Violations of short weight have been reported against a large chain, e. g., 
by the District of Columbia Weights and Measures Department in the 
summer of 1935 for the short weight of dressed poultry. 

Better enforcement of standard weights and measures in many States is 
sorely needed. (See Chapter XXVII.) State, county, and municipal bureaus 
concerned with enforcement should be able to provide the missing data as 
to whether chains or independents are the more frequent offenders. No 
report on this matter has to date been noted. 

Short changing was studied at the same time as short weighing. The 
inquiry by the Federal Trade Commission revealed “remarkably few cases 
of short changing or of charging more for the purchases than the prices 
orally quoted.” 31 


Relative Efficiency in Performance 

There seems little doubt that many chains offer consumers a price ad¬ 
vantage. In what does the explanation lie? Here we are to examine relative 
efficiency as a possible factor. Later buying advantage will be considered. 

Change in Methods of Independents 

The adoption by many independent retailers of methods of marketing 
introduced by chains constitutes important evidence that methods intro¬ 
duced by chains are thought to be efficient. One careful study reports: 

The chains inaugurated new methods of buying and selling and demonstrated 
new advantages and economies which woke up hundreds of thousands of in¬ 
dependent merchants and their customers to the need for better shopkeeping. 

81 Sen. Doc. 153, 1933, p. 32. The report states however: ‘It is not believed that these 
data are conclusive on the subject of overcharging or short changing, since they were confined 
to averages on approximately four inexpensive items purchased in each store. ... It is be¬ 
lieved that if intentional errors are at times made in addition or in making change, such 
discrepancies would in all probability be more numerous and larger on purchases involving 
a larger number of articles and on a bill of larger amount.” ( [Ibtd .) 
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... In many a country village the presence of a modern, systematized chain 
store has jolted the local storekeeper out of his easy-going habits to the benefit 
of the whole community. 32 

Lazo, Vice-President of Cooperative Distributors of America, states: 

While speaking for the independent merchant today, I am ready to admit 
that it was the chain store operator in many cases that showed all retailing 
the value of streamlined merchandising, proved the benefits to both the mer¬ 
chant and the consumer of cash-and-carry merchandising. . . 38 

It may be that many more independents could learn a great deal more 
from present chain methods, if sufficiently motivated, and also that chains 
have yet to discover improvements in marketing that will make for the 
greater efficiency of independents. 

Performance of Selected Functions 

A few separate functions have been studied. For example: "Chain- 
store systems which receive fruits and vegetables direct at their warehouses 
almost invariably get the produce into their retail units from 12 to 24 hours 
sooner than do the handlers in the regular channels. With a highly perisha¬ 
ble commodity, these few hours may prevent a great deal of waste and 
spoilage.” 84 "With a total working force of 223 people, the chain system 
[A&P] bought, assembled, and delivered 5,350 cars of fresh fruits and 
vegetables for its 950 retail units in 1936. This is an average of, roughly, 24 
cars per person per year. Compared with this the regular channels handled 
... an average of only 10 cars per person per year. The chain system thus 
required less than half as many labor hours to put a given volume of 
produce into its stores as were required in the regular channels.” 85 

Volume of sales per full-time person engaged in grocery-and-meat 
stores was, during 1933, much higher in chains than in independents: 
$6,860 for independents and $13,795 for chains. 36 "Persons engaged” in¬ 
cluded proprietors and full-time employees. To the extent that chains em¬ 
ploy more part-time help than independents, these figures overstate the dif¬ 
ference between the two types of organization. The number of part-time 
workers was not included in determining these averages, although the sales 
made by them were included. 

82 Does Distribution Cost too Much9 p. 82. 

88 Radio talk presented by Hector Lazo, Executive Vice-President of Cooperative Food 
Distributors of America, at “Town Meeting on the Air,” Dec. 17, 1939, Arc Chain Stores 
a Menace? 

84 T.N E-C. Monog. 35, p. 70. 

™Ibid„ p. 68. 

86 Does Distribution Cost too Much? p. 149. Data were derived from U. S. Census of 
Business, 1933. 
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Comparisons between chains and independents in the performance o£ 
separate functions are open to criticism, in that independents are un¬ 
differentiated, thus including those who are so incompetent that the 
store soon passes to other management, and many that render services 
quite different from those of chains. Nevertheless these findings are chal¬ 
lenging if not conclusive. They are especially valuable when physical meas¬ 
ures are possible as in the handling of perishables. 

Gross Margins of Independents and Chains 

Relative gross margins of stores are often used as indicators of relative 
efficiency. In using such a measure it is important to see that the margins 
being compared as nearly as possible include payment for similar functions. 
Chains combine wholesaling and retailing in one agency, their margins for 
the most part being the difference between prices paid by them to manu¬ 
facturers and their own selling prices. A somewhat comparable gross mar¬ 
gin for independents can be secured by taking the difference between the 
selling price of independents and the prices paid by wholesalers from whom 
they buy. 

A study by the Federal Trade Commission 87 reports the gross margin 
between the price paid to producers and the final selling price to con¬ 
sumers is less for chains than for independent distributors. This is clearly 
shown in Table 29. For example, for every $100 of net sales the gross margin 
of grocery chain stores in Washington was $3 less than that of independents. 


Table 29: Gross Margins of Chains and Independent Grocers in Selected Cities 
(Net sale equals 100) 


CITY 

UNWEIGHTED 

WEIGHTS OF INDEPENDENTS 

WEIGHTS OF CHAINS 


Independents 

Chains 

Independents 

Chains 

Independents 

Chains 

Washington 

26.24 

23.24 

20.88 

17.70 

23.01 

18.99 

Memphis 

26.96 

25.30 

25.21 

22.30 

27-73 

22.91 

Detroit 

Cincinnati 

28.91 

26.25 

25.02 

20.11 

35*93 

18.96 

Large chains 

25*45 

21.90 

25.26 

18.28 

23.33 

16.97 

Small chains 

35-45 

21.53 

25.26 

18.78 

24.88 

17.37 


Grocer independents in Detroit bought goods for $25.35 an< * s °ld them 
for $35.66, taking a gross margin of $10.31. Chains bought similar goods 
for $24.52 and sold them for $33.26, taking a gross margin of only $8.74. 
These figures indicate that chains in addition to paying less for the com¬ 
modities sold also had a lower markup than did the independents. 

87 See also C. N. Schmalz, 'Independent Store versus Chains in the Grocery Field,” Har. 
Bus. Rev. (1931, June), 438. 
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Some Explanations of the Relatively Low Gross Margins 
of Chains 

Those who agree that chains have relatively low gross margins may 
deny that they are evidence of greater efficiency. The claim may be made 
that their explanation lies in the failure of chains (1) to bear a fair share of 
the tax burden, and (2) to pay fair wages to laborers hired, and (3) in their 
use of part-time rather than full-time workers. 

Taxes Paid by Chains and Independents 

Certain tax assessment practices make it seem likely that independents 
have paid higher local taxes than chains. In the first place, in selling 
some products, chains on the average have a higher rate of stockturn than 
the average for independents. High stockturn results in low inventories in 
relation to sales, and it has been assumed that personal property assessment 
has been based on inventory. In the second place, assessment although le¬ 
gally based on sale value has often been based on cost; chains in their cost 
accounting use purchase price paid by their central agencies whereas inde¬ 
pendents would tend to use purchase price paid to wholesalers, in which 
case the same goods on hand in the store would on the average be assessed 
at a lower value in chains than in independents. Are these claims and as¬ 
sumptions about assessments and differences in local taxes paid in general 
correct? 

Some systematic study has been made. Hardy reports that a Wisconsin tax 
commission in 1931 found evidence that strongly indicated “that personalty 
assessment discriminated very considerably in favor of chain stores ” 88 At 
this point it seems necessary to point out that the additional taxes imposed 
on chains do not correct the inequity complained of, since stockturn varies 
gready with type of product sold. Furthermore the defect in taxation com¬ 
plained of is due in part to practices of assessors and not to the law. 

Fish has summarized several studies of local taxation of chain and inde¬ 
pendent stores in cities in Western States. 39 Real and personal property 

88 F. K. Hardy, “Wisconsin’s New Cham-Store Tax and its Relationship to Personal Prop¬ 
erty Taxation,*’ Bui. Nat. Tax Ass’n, vol. 19 (1933, Dec.), 68. See R. Cox, ‘Inadequacies of 
Chain-Store Taxation,** Bui. Nat. Tax Ass’n, vol. 19 (1934, Feb.), pp. 32-45 for a discus¬ 
sion of the fallacy of using a license tax to correct the inadequacies of defects in local assess¬ 
ment 

89 A. E. Fish, “Comparative Chain and Independent Store Taxation in Nine Western 
States,*’ Bui. Nat. Tax Ass’n, vol. 24 (i939> June), pp. 275-81. The author summarizes 
several studies which she states “were undertaken at the instance of individual chain store 
companies or by trade associations representing them in several States, although the utmost 
precautions were taken to insure the independence of the research agency retained, and to 
conduct the surveys along approved objective lines.” 
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taxes per 1,000 feet of floor space in each of seven States, were found to be 
higher for chains than for independents. 

In Iowa average assessment and personal property taxes per store in three 
cities were studied. 40 In 1937 the average personal property tax per store 
was 50 per cent higher for chains than for comparable independents and 
voluntary chains. Chain drug stores paid twice as much personal property 
tax as comparable independent drug stores. It may be that assessment prac¬ 
tices had been modified between 1931 (when the Wisconsin tax commis¬ 
sion investigated assessments) and 1937. The defects due to assessment 
practices have been given considerable publicity. It may be also that studies 
to date have provided a very inadequate picture of existing practices. A 
personal communication from the U. S. Bureau of Foreign and Domestic 
Commerce, Feb. 20,1940, states: 

There is little reason to believe that the [independent-chain-tax] controversy 
is ended. There is great need for factual information concerning the comparative 
tax burdeii borne by different sizes and classes of business . . . The variations 
in rate and coverage would make the results from a small sample study highly 
questionable, and easily disproved by other sample studies. . . . 

The conclusions reached by the Twentieth Century Fund’s Committee 
on Taxation were: 

If the chains have a lighter tax burden under the personal property tax, it is 
owing either to the insufficiency of the personal property tax as a method of 
business taxation or to inadequacies of administration. It is scarcely conceivable 
that inadequacies of administration . . . can be offset with any degree of ac¬ 
curacy by a special tax imposed, without regard to the amount of personal 
property tax or the degree of inefficiency in administration. . . . 41 

Wages to Workers 

The Federal Trade Commission, in its investigation of chain stores, se¬ 
cured information concerning wages both in chains and in independents. 
The average weekly wage of 3,933 selling employees in independent stores, 
department store employees excluded, was $28.48; for 107,035 selling em¬ 
ployees in chain stores the average for the same week was $21.61. 4 2 In de¬ 
partment stores the weekly average was $19.24 for independents and $19.80 
for chains. Among department stores chains tend to be located in smaller 
towns than do independents. In this investigation usable data were secured 
from only 1,564 independent stores, whereas 70,000 retail schedules were 

4,0 Ibid. 

41 Facing the Tax "Problem , 1937, p. 185. 

42 Selling employees of chains do not indude managers and supervisors. The average 
weekly wage of these, in chain stores, was $44-57 and $78.41, respectivdy, for the week 
ending January 10, 1931. Chain Store Wages, Sen. Doc. 82, 1933, p. 11, 
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originally mailed out. Hoffman says of the Federal Trade Commission 
findings: 

The sample of the independents involved in the comparison not only is small 
but it is not typical of independent retailers generally. Dollar sales of the inde¬ 
pendents studied by the Commission were higher than those of the chain units, 
whereas the average for all independents is less than one-third of that of the 
chains . 48 

The U. S. Census of Business, 1935, secured data on wages paid to store 
employees during a single week in October 1935. In the United States as a 
whole, selling employees in chains were paid $23.65 per week against $19.65 
paid to those in independents. 44 In only 3 out of 24 types of stores were 
wages paid to selling employees higher in independents than chains. These 
data are, however, very crude. They make no comparison of compensation 
to independent proprietors in contrast with chain managers. Wages paid 
should certainly be analysed by size of city. Chains have concentrated in 
larger cities rather than towns and villages and in the Northland West 
where wage levels are high, rather than the South. 

A private communication as of January 8, 1938, from the U. S. Bureau 
of Census states: 

In my opinion we do not have information at hand yet to state categorically 
whether chains pay higher or lower wages than the independents. I believe that 
this question requires more information by areas, states, and cities, and for 
city-size groups, than is available at present. 

Buying Advantage of Chains 

There is evidence that low prices offered consumers by chains is in part 
the result of marketing efficiency. To what extent are they the result of a 
buying advantage? And to what extent is the buying advantage unjusti¬ 
fied? Advantage secured by forced concessions including threats and coer¬ 
cion would by most people be considered undesirable. 

Much chain buying is centralized, the large chains buying, for the most 
part, directly from manufacturers, part of the merchandise being shipped 
to warehouses, from which it is reshipped in appropriate quantities to in¬ 
dividual stores; and part being sent directly from factories to stores. Inde¬ 
pendents buy to some extent directly from factories, but a large part of 
their merchandise comes through wholesalers. 

How Great is the Buying Advantage? 

The Federal Trade Commission made a limited investigation of buying 

48 T.NJLC. Monog. 35, p. 64. 

44 U. S. Census of Business, 1935, Retail Distribution, vol. 5, pp. 14, 155; Retail Chains, 
pp. 40-44. See also Does Distribution Cost too Much? op . at., p. 389. 
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advantage of chains over independents for a group of grocery and drug 
stores in a selected group of cities. In determining buying price of each 
group allowance was made for all discounts received. In Table 30 is shown 
aggregate buying and selling price of a specified number of items. The buy¬ 
ing price of the two groups of stores is contrasted with their selling price. 

Table 30: Comparison of Selling Prices and Buying Costs of Independent and Chain 
Distributors, in Selected Cities* 


GROCERY STORES 

DRUG STORES 

NUMBER 

OF 

ITEMS 

AGGREGATE OF 

AVERAGE PRICES 

NUMBER 

OF 

ITEMS 

AGGREGATE OF 

AVERAGE PRICES 

retail buying 

selling 

retail buying 

selling 


Detroit: 


Independent 

183 

$35-66 

$25.35 

256 

$M 4.74 

$85.62 

Chain 

183 

33.26 

24.52 

256 

131.15 

83.97 

Difference 


2.40 

0.83 


13-59 

1.65 

Memphis: * 







Independent 

193 

38.11 

27.84 

212 

119.17 

69.56 

Chain 

193 

35 - 9 ^ 

26.86 

212 

106.12 

69.82 

Difference 


2.15 

0.98 


I 3 -I 5 

0.74 

Washington: 







Independent 

274 

58.03 

42.80 

226 

130.09 

81.52 

Cham 

274 

54.08 

41.50 

226 

117-49 

79.82 

Difference 


3-95 

1.30 


12.60 

1.70 

Cincinnati 







Independent 

120 

23-35 

17.41 

268 

143-34 

88.32 

Cham (2 small) 

120 

22.08 

17-33 

268 ■ 

1 130.54 a 

87.23 a 

Difference 


1.27 

0.08 


12 80 

1.09 

Independent 

120 

23-35 

17.41 




Cham (2 large) 

120 

21.96 

IMS 




Difference 


1.39 

0.26 




* F.T.G, Final 

Report of Cham Store Investigation , pp. 

54 - 55 - 

Buying price is 

based on 


cost of comparable merchandise to chain organizations and to wholesaler serving independ¬ 
ents or to retailers, if and when they buy direct from manufacturer. Unweighted prices after 
deduction of all special discounts and allowances are given, no account being taken of the 
quantities of the various items bought and sold. 
a All chains. 

In Detroit grocery stores for example, the chains paid 83 cents less for a 
selected group of items which they sold for $2.40 less. 

It would appear from these data, that for these stores, the chains’ buying 
advantage did help to make it possible for them to offer products at lower 
prices than the independents. Using unweighted prices the buying advan¬ 
tage in groceries accounted for about one-third or more of the price differ¬ 
ence between chains and independents in 3 out of 4 of the cities. When 
prices are weighted the buying advantage is shown to be considerably less 
than is indicated by the unweighted figures. 

Again the danger of classing either all chains or all independents as a 
group must be pointed out. Some voluntary chains, e.g., I.G.A., have a 
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wholesale volume approximately as large as that o£ the largest chain buying 
agency. In Washington, for a selected group of 136 items, independents, 
other than cooperatives, paid $2245; a li nc °£ cooperatives paid $22.30, and 
a large chain paid $21.80. In Memphis, independents other than coopera¬ 
tives paid $12.13 for 95 grocery items, I.G.A. paid $11.99 anc ^ Grocery 

and Baking Co. paid $11.85. 45 

« 

A Critical Appraisal of Buying Advantage 

Buying advantage is associated with large scale operation. Several quite 
different things may account for it. In part it is the result of better knowl¬ 
edge of products and prices available. The A&P, for example, may buy an¬ 
nually food valued at $800,000,000. For such buying expert buyers study 
intensively all potential markets. Furthermore large scale operations may 
make it possible for a buyer to take quantities sufficiently large to make 
selling costs relatively low. 

But buying advantage has in part been the result of big-stick methods, 
the seller may be at the mercy of the big buyer and have to accept his terms, 
hoping to make up his losses on small-scale buyers, or accepting a loss 
which in time forces him into bankruptcy. 

The purpose of the Robinson-Patman Act passed in 1937 is to have buying 
advantage based only on cost differences. This Act will be discussed later. 
(See Chapter XXX.) 

In considering the effect of “big-stick” methods, obviously those who 
sell to such large scale buyers as the Adantic Commission Co., the buying 
subsidiary of the A&P, and the I.GA. wholesalers must not all be lumped 
together. Some of them are large-scale sellers with considerable monopolis¬ 
tic power of their own and others are small-scale sellers. 

Large-scale buyer meets large-scale seller 

A large-scale buyer may at times through secret price concessions and 
rebates push buying prices below cost to a large-scale seller. His buying 
power is much more likely to lie in his ability to squeeze out the “monop¬ 
oly” profits of the seller or get prices below those costs arising out of dupli¬ 
cation of selling effort. 

A large-scale buyer has the power to go into manufacturing if established 
manufacturers try to keep prices above cost of production on the scale 
which appears feasible. Manufacturers in some cases have given concessions 
asked for because they recognize that chains can enter into manufacturing 
for themselves, and that they will tend to do so if that is the cheapest way 
of securing merchandise desired. 

45 Final Report of Chain Store Investigation , p. 56. 
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In addition, large-scale buyers at times have sufficient prestige to get 
consumers to accept private brands. They may use these if manufacturers of 
national brands are trying to get an especially high price for the reputation 
rather than the quality of their brands—reputation beyond that justified by 
actual quality may be built up by expensive advertising. 46 

In both these ways large-scale retailers may be able to squeeze out the 
excess profits of a large-scale manufacturer; some of the price reduction 
secured in buying may be passed on to consumers. 

' Little social concern seems called for in hard bargains driven by A&P 
or I.G.A. with large processors. Here giant meets giant. Benefits from their 
strong bargaining power will be diffused to all groups if secret pricing and 
individual discounts are abolished. In other words if a large-scale buyer is 
able through bargaining to secure prices which are based on cost—with 
monopoly profits squeezed out—buyers not so strong in their bargaining 
are automatically accorded the same prices even though they might not, 
bargaining separately with the large-scale seller, have been able to secure 
such good prices. 

The Federal Trade Commission under the powers conferred on it by the 
Robinson-Patman Act is charged with responsibility for seeing that all 
buyers receive equal treatment—variations in price per unit of product sold 
being based on cost differences. For discussion of this Act see Chapter XXX. 

Large-Scale Buyer Meets Small-Scale Seller 

The growth of large-scale buying by chains may have served public in¬ 
terest by reducing restraints on prices imposed by manufacturers and proc¬ 
essors who operate on a large scale. In such cases large-scale buyers may 
be able to get prices closer to cost levels. The outcome may be very dif¬ 
ferent where the sellers are processors or manufacturers or farmers selling 
on small scale with limited knowledge of market opportunities. 

A large-scale buyer may for a considerable period take all the output of 
such a seller, who during a period of time may find the price received satis¬ 
factory, and as a result fails to retain contact with other buyers. In this 
situation he has litde choice when the large-scale buyer asks for price con¬ 
cessions. Before he can reestablish contact with other buyers his business 
may be ruined. Instances of this type have been reported, they come under 
the jurisdiction of the Antitrust Division of the U. S. Department of Justice. 
They are likely to occur when any large-scale buyer deals with a small-scale 
seller. 

46 Private brands may be used of course as a means of checking price comparisons between 
stores. They may thus be used if price competition on national brands is such that possible 
mark-up, because of competition from other stores, is insufficient to cover cost. 
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Some investigation has been made o£ the effect of chain buying of fruits 
and vegetables. The Federal Trade Commission, following an investigation 
made prior to the control of quantity discounts by the Robinson-Patman 
Act, has some things to say on the effect of chain buying and prices paid 
for fresh fruits and vegetables: 

The practice of obtaining discounts or price concessions from shippers in 
the purchase of fruits and vegetables followed to a greater or less extent by all 
the chain store buying companies, tends to become a constant price depressant. 
Other buyers and their customers, forced to compete with these companies and 
the retail chains, bring pressure upon shippers and growers for comparable 
prices. . . . 4T 

Extensive investigation is being made at the present time of monopoly in 
food. The practices of corporate chains are among those being studied. Two 
price depressing tactics have been found, one is “in-and-out buying,” and 
the other rejection of product delivered because it is “not up to standard.” 
The product thus rejected is later bought at a price below that for which the 
product had been contracted. This may happen even though the quality is 
up to that specified in the contract. 

In-and-out buying can be illustrated by a case involving the purchase of 
potatoes. A chain buying agency for a time took a carload a day, so the 
sellers assumed that they would regularly dispose of this quantity. Then the 
chain buying agency withdrew from the market. There was" no outlet 
established for the products that accumulated. After a few days the chain 
agency came in and offered to clear up the “surplus,” if a special price con¬ 
cession were made. This practice is considered by the Antitrust Division of 
the U. S. Department of Justice to be a violation of the Sherman Act. 

The occurrence of some in-and-out buying must not however lead one 
to infer that chains have not contributed to the moving of agricultural 
surpluses. Chains have undoubtedly traded to some extent on their good 
deeds in this field to cover up power buying tactics. They can do this since 
the casual observer finds it difficult to distinguish between a program to 
move surpluses in order to sustain falling prices, and a market that is manip¬ 
ulated so that a very low price seems necessary in order to move “sur¬ 
pluses” that have been deliberately allowed to pile up. 

The direct buying by chain agencies in local markets makes it important 
that marketing agencies there be better organized. Marketing cooperatives 
in many localities have expanded, so that produce is more frequently availa¬ 
ble in volume suitable for the large-scale buyer; and market news broad¬ 
casts for public use have improved, so that sellers of farm produce as well 

47 Agricultural Income Inquiry, voL II, pp. 25-26. 
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as large-scale buyers are relatively well informed concerning market op¬ 
portunities. Less monopoly in the auctions of central markets would prob¬ 
ably lead also to fairer prices for many farm groups, and less monopoly on 
the part of chains when they buy in the local markets. 


Potential Seller’s Monopoly 

So much for restraint of trade and the possibility of unfair advantages 
on the buying side. What about the possibility of future restraint of trade 
on their prices to consumers ? 

Earlier in this discussion it was pointed out that increase in scale of busi¬ 
ness does not necessarily lead to reduction m costs per unit. Here it is im¬ 
portant to emphasize that increase in size of business does not necessarily 
lead to increase in monopoly power. The expansion of chains has occurred 
at a time when monopoly power in retailing has been decreasing. The 
automobile increasing the number of stores at which families could buy 
has had an important part in increasing the number of competitors of many 
stores in rural communities. 

Chains have at times been accused of unfair pricing as a means of 
achieving monopoly. Some thought must be given to the term, “unfair,” 
since it is often used very loosely. If a chain were to enter a town, and to 
put prices'below cost merely to drive out those competitors having limited 
capital and if, after competitors were forced out, prices were raised, the 
competition should certainly be described as unfair. The large reserves, and 
ability of many large chains to get credit, put them in a position where they 
are better able than most independents to do price cutting of this kind. 
Here is a matter that should receive the attention by the Antitrust Division 
of the U. S. Department of Justice. Evidence on extent of this type of offense 
is lacking, although there is little doubt that it does occur. 

Independents cannot, however, accuse chains of having unfair prices 
merely because they are selling at prices below those which independents 
must charge in order to cover costs. It does happen that chains frequendy 
sell identical goods at different prices in various stores. Because of this chains 
have been charged with price discrimination. The Federal Trade Commis¬ 
sion reports however: 

The Commission has no evidence which would establish that price discrimi¬ 
nation by chain stores has not been made in good faith to meet competition and 
there is good ground to conclude that in many cases it has been for that pur¬ 
pose. 48 

Hoffman states that: 

48 Final Report on the Chain-Store Investigation, p. 51. 
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Consumers are not injured by local “price wars” unless they result in the 
elimination of local competition, and cases of this kind in the grocery industry 
are comparatively rare. 49 

There seems little doubt that up to the present time chains in many com¬ 
munities have brought increased price competition in retailing. Some peo¬ 
ple are, however, raising the question of whether, if chains got a larger share 
of retailing, they might not be in a position to maintain prices even above 
the level that would occur were retailing to a greater extent in the hands of 
independents. Should this occur it is possible that present gains to con¬ 
sumers may appear insignificant in the face of long-run consequences. 

There has been a good deal of speculation on this point. Competition 
among the many existing chains is important at the present time, although 
for some types of business, in some regions, single firms or a few firms oc¬ 
cupy a predominant position. Consolidation might further reduce the num¬ 
ber to a point where secret pricing agreements might have important effects. 
The situation should of course be studied on a regional basis. Some peo¬ 
ple point for example to the predominant position of Safeway stores in the 
grocery business of California, and to the high concentration of A&P and 
other chains in the grocery business in other States. 50 

Wilcox in his report for the Temporary National Economic Committee 
writes: 

Even if all the larger trading corporations were to combine, it may be doubted 
that they could obtain or hold a position of monopoly. There is no obstacle to 
entrance to the field. Capital requirements, particularly in the retail trade, are 
low. . . . Stock goods are abundant; sources of supply are numerous and widely 
scattered; credit is readily available. 61 

No indication is given of the amount of investigation that preceded this 
conclusion. Claims are at times made that the expansion of chains has 
made it increasingly difficult to get credit from local bankers for the purpose 
of starting a store. 52 

It may be also that wholesalers to serve retailers may decline. In cen¬ 
tralized buying, for example in the brokerage and commission business of 
the Great Atlantic and Pacific Tea Co., the F.T.C. sees the greatest possi¬ 
bility of monopoly: 

The situation involves a considerable encroachment upon a field hitherto 
occupied by independent distributive agencies, such as brokers and commission 

49 T.N.E.C. Monog. 35, p. 102. 

00 See, for example, H. Lazo, “Independents, Chains, and the Public Welfare,” /. Mark.., 
Jan. 1942, pp. 267-73. 

51 Temporary National Economic Committee, Monog. 21, p. 57. 

52 See for example testimony of W. Patman on “H. R. 1, a bill to curb absentee-owned 
interstate fhain stores,” Congressional Record, p. 2. (Remarks of W. Patman in House of 
Representatives, April ix, 1940.) 
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men, with a tendency to monopoly of that field. It may also be urged that it 
tends to subordinate retail competitors who come to depend on the chains’ 
distributive agencies and to dose producing oudets to other distributors by its 
exclusive dealing contracts. 

The Commission points out, however: 

Under the prindples laid down by the Supreme Court, monopolistic power 
is not per se unlawful unless abused and devdoped as a result of unfair and 
oppressive methods. . . . 

Absorption of the broker’s and commission man’s function is no more unlaw¬ 
ful than absorption of the wholesaler’s function which occurs when the chain 
buys direct from the manufacturer. 

A warning is issued: 

As to independent retailers buying through their chain competitor’s brokerage 
or commission agencies, it may be urged that so long as the chain's connection 
with such agendes is known to the retailers they are presumably finding it more 
advantageous to use their chain competitor’s facilities than those which are in¬ 
dependent of them both. Nevertheless, it is not difficult to see that the ultimate 
result will be to accentuate whatever tendency there may be in the evolution 
of chain-store systems toward monopoly. 58 

In the view of this speculation it should be noted that from 1930 to 1940 
the number of wholesalers actually increased. 

This difference of opinion on the potential monopoly power of chains is 
due to several things, e. inadequate data on present conditions, lack of 
agreement on what constitutes a monopoly, and difference of opinion on 
future possibilities. 

Effects of Growth of Chains on Individuals and Communities 

Even people who acknowledge that the existence of chain retailing im¬ 
proves the eflidcncy of marketing may feel that their contribution in this 
matter still is not sufficient to commend them. These people may hold that 
chains have a detrimental effect on communities and on the development 
of individuals. 

In his dissenting opinion. Justice Brandeis of the United States Supreme 

53 Fined Report of Cham Store Investigations, p. 50. Palmer in a discussion of chain stores 
states: “It should not be inferred that we do not need to guard carefully against the pos¬ 
sibility of chains becoming monopolistic. There is reason to believe that in the sixteen States 
comprising the northeast section of die country about 50 per cent of the retail grocery business 
is chain controlled. A substantial part of this is in the hands of a few large chains. With 
mergers taking place in increasing number, with certain banking firms acquiring interests 
in chains which seem to be independent, and with chains themselves showing some evidence 
of a growing appreciation of the unprofitableness of price competition, one must at least 
admit the possibility that chains will become monopolistic unless restrained from doing so.** 
See Jour, of Bus. Unto, of Chicago, voL II (1939), 283-83. 
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Court maintained that the Florida chain tax should be upheld in toto, 
saying: “They [the citizens of Florida] may have believed that the chain 
store, by furthering concentration of wealth and of power and by promot¬ 
ing absentee landlords, is thwarting American ideals; that it is making im¬ 
possible equality of opportunity . . . and that it is sapping the resources, 
the vigor, and the hope of the smaller cities and towns.” 54 

Decline in Number of Independent Business Men 

Objections have been raised to the chains because they reduce the num¬ 
ber of independent business men. A larger proportion than formerly of 
those engaged in retailing take orders from others, as a consequence reduc¬ 
ing independence and initiative developed on the job. The change in retail¬ 
ing to this extent is part of a general tendency toward large-scale business, 
which has accompanied the introduction of machinery and the improve¬ 
ment in transportation facilities. 

In such cases very high rewards are available to a very few in the top 
management posts requiring initiative, foresight, enterprise. These may, 
however, be so few that they fail to motivate effectively the great bulk of 
employees. 

Since scale of final units of retailing must be relatively small there are 
some who hold that an effort should be made to preserve this type of busi¬ 
ness as a training field for the independence and initiative so badly needed 
in communities and the nation as a whole. Such people may question why 
a Government which uses differential taxation and credit aids to promote 
owner-operated farms does not favor a tax on chains to discourage absentee 
landlordism and to encourage more owner-operated retail stores. 

Increase in Underemployment and Unemployment 

The introduction of a more efficient method, whether it be the tractors 
replacing horses on farms, or chain methods increasing output per worker 
in handling fresh fruits and vegetables, is likely to bring some unemploy¬ 
ment to some workers. The question merely arises what is to be done about 
it: halt introduction of improvements permanendy or temporarily, or work 
for readjustments that will give these workers a place in other industries 
in providing the many additional things which society could use with 
pleasure. 

Chains have effected some economies in the use of labor by hiring part- 
time workers. There is no reason to assume however that such a policy 
involves social waste. In fact there is need for many part-time jobs, especially 
for married women whose homemaking activities have shrunk gready. 

M L. K. Liggett Co. vs, J. M. Lee, Comptroller of the State of Florida. (288 U.S. 517.) 
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Smaller Towns Decline 

The effect of chains on size of towns is especially difficult to measure. In 
the first place many influences other than introduction of chains have been 
at work. Chains in some cases have undoubtedly been made scapegoats. It 
has already been pointed out that the automobile has widened the shopping 
range of farm families. This has tended to decrease buying in the smaller 
towns and build it up in the larger towns and small cities. It is into the lat¬ 
ter that the chains have come in recent years, but the shift from smaller to 
larger centers was occurring anyway. In so far as chains have promoted the 
growth of these smaller cities, by making them better trading centers it has 
reduced business in smaller communities. In some cases trade has actually 
been attracted to relatively small towns from nearby cities. 55 

“Chains Ta\e Money out of the Community” 

Over and over again appeals have been made to American voters to 
support legislation to keep money at home. Tariffs have been enforced 
against foreign-made goods without realization that markets to American 
exporters are thereby cut off. Interstate trade barriers within the country 
have been built up, thus throttling mutual advantages. It is highly im¬ 
portant that people look beyond money and see the more fundamental 
issues. Some of these are: 

(1) Modern communities, no matter how small or how large, are never 
self-sufficient. Their business units are a part of a great network seeking 
to sell their products and services where they can get the most for them, 
and buy from those who can provide them with the things which they 
want at the least cost. 

(2) In so far as chains provide lower prices to families in the community 
they raise the level of living possible from a given money income. 

(3) Chains have brought changes in the place at which some services 
essential in retailing are carried on, e. g., their banking, printing, insurance, 
are likely to be carried on in the city where the central agency is located. 

(4) Profits go to absentee owners. There will be some counter-balancing, 
of course, in that some people in the community are also absentee owners. 
However, a large proportion of profits do go to people in the high-income 
group and concentrate in the larger cities. 

Here as in many other issues the relative importance of consumer saving 
from possible efficiencies must be weighed against other things; in this case 
against decline in the local banking and printing and profits concentrating 
in larger cities. 

55 See, for example, Paul Landis, South Dakota Trade Relations , 1901-1931, S. D. Agri. 
Exp. Set., Bui. 274. 
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Greater Inequality of Wealth 

Many large fortunes have been built up out of chain retailing. Concen¬ 
tration of wealth in the hands of a few is looked upon by some as socially 
undesirable. Large fortunes have, however, been built up by people from 
many other industries as well. It is a question whether the matter ought 
to be dealt with on an industry basis or whether it might be better to use 
other means, including a progressive income tax, which would interfere 
less with efficiency. 

Personal Relationships and Responsibilities within Communities 

Chain stores are often blamed for the breakdown of the spirit of neighbor¬ 
liness that has in the past especially characterized stores in small communi¬ 
ties. They do, it is true, bring into retailing impersonal relationships. 
Credit is not so likely to be extended on the basis of need. There is evidence 
that managers of chain units have been less generous in their support of 
local churches and hospitals, for example, than independent merchants. 
There is also some evidence in many local communities that chains are 
revising their policy on the matter of donations. 

Attempts to Influence Public Opinion 

Both independents and chains have been busy in the past few years, 
each trying to influence public opinion and to get various organizations to 
sponsor their respective causes. The scattered character of the independent 
group may make its task more difficult, it may find itself less able to secure 
expert counsel and to disseminate numerous publications, to pay the ex¬ 
penses of witnesses to hearings before legislative committees. These handi¬ 
caps may exist even though the ranks of the independents do include some 
powerful groups, e. g., Wholesale Grocers’ Association, the National Asso¬ 
ciation of Retail Grocers, and the National Association of Retail Druggists. 
Lobbying is carried on in an attempt to influence legislators and others. 
(See Chapter XXXIII.) 

The chains have made a special attempt to reach consumer groups 
through a National Consumer Tax Commission. Such groups were to 
form a spearhead pressing for repeal of “hidden taxes” bearing on con¬ 
sumers. The pamphlets sent out by the Commission gave considerable atten¬ 
tion to removing taxes on chains. 

A definite effort to gain favor with farm groups has also been made by 
chain organizations. 56 Campaigns were carried on to move surpluses, e. g* 
an extra large peach crop, and a large supply of beef when drought forced 

56 See for example D. G. McPhce, A Business Approach to Farm Surpluses, published by 
National Association of Food Chains, 1939. 
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large slaughter. Whatever the reason, many farm groups in 1940 opposed 
the Federal bill (H.R. 1) which would have abolished interstate chains. 
O’Neal, President of the American Farm Bureau Federation, testifying at 
the hearings on the bill states: 

The chain store system affords an opportunity to shorten the route between 
the farmer and the consumer by means of direct bargaining between farmers’ 
cooperative organizations and chain store organizations which sell directly to 
consumers, thereby eliminating unnecessary transportation and handling costs 
and the losses resulting from glutting of markets and inefficient distribution. 

He further states that chain stores “have cooperated with fanners very 
effectively in the purchase and sale of surplus farm commodities.” 57 


Public Attitude 

Each side plays on sentiments and beliefs deeply rooted in American 
tradition. On the one side people were called upon to protect the “little 
fellow” and “home industry” and to check “monopoly.” On the other they 
were urged to maintain “efficient” enterprise, to avoid “Government inter¬ 
ference” with business. 

Fortune has taken two polls bearing on attitude to chain taxes. Late in 
1936 people were asked: “Would you favor taxing chain stores enough so 


that they would have no 
grocer?” People answered 

advantage as to 
as follows: 88 

All 

price over 

Prosperous 

the independent 

Poor 

Yes 

48.7 

51.1 

48.6 

No 

38-4 

36-5 

39 -i 

Don’t know 

12.9 

12.4 

12.3 


At this time factory workers tipped slighdy against taxing chains. The fif¬ 
teen Mountain and Northwest States were strongly in favor of taxing. 

In February 1939 the findings of another poll were published on what to 
do with chains. People reported as follows: 59 


Non-farm 

All Housekeepers Executives proprietors 


Let alone 47.9 

Tax extra 37.3 

Put out of business 6.3 

Don’t know 8.5 


52.2 

52.8 

32.3 

32.4 

39 -o 

47 *° 

4*8 

4-3 

14.1 

10.6 

3-9 

6.6 


87 Am. Farm Bus. Fed. Official News Letter, April 23,1940, pp. 1 and 4. 
86 Fortune, January 1937, p. 154. 

80 Fortune, Feb. 1939, p. 91. 
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Fortune, on commenting on the answers in the second poll, states: 

They show a considerable change in public sentiment since the Survey first 
inquired^ into the subject about two years ago. At that time more than half of 
the public said it generally bought some of its groceries at chain stores, mainly 
because prices were better. But more than half of the public (56 per cent of 
those with opinions) declared itself in favor of taxing the chains to put them 
on a price parity with the independents. Now the pattern has changed, and a 
plurality directs that chain stores be let alone and allowed to make what profits 
they can. Hardly any want them put out of business, which has been previously 
the purpose of the “popular” legislation, recent or pending. 60 

Belief that chains should be left alone was found to be fairly universal 
geographically. 

Several factors may account for the shift in attitude to chains. (1) A gen¬ 
eral change in attitude concerning Government interference of this type. 
(2) The widespread discussion of issue involved. (3) The closing of some 
chain stores following the levying of taxes. 


General Appraisal of Policy 

Chain retailing has introduced some economies into marketing. As such 
it deserves public support. 

There is a good deal of reason to suppose that many independents have 
raised and will continue to raise the level of their efficiency. The reorganiza¬ 
tion occurring from 1930 to 1940 suggests that the introduction of retailer 
cooperatives and voluntary chains points the way to greater efficiency in 
some types of retailing than is possible with the ownership chains in some 
locations. 

There is also reason to expect in the future a retailing system combining 
various types of management. Over and over again a new method has been 
introduced. A marked expansion followed by stabilization has occurred as 
the new method finds its place. 

Too little has been done both by independents themselves and perhaps 
also by Government bureaus and other educational agencies to increase the 
efficiency of small scale retailing. Both research and education are needed. 

Efficiency in relation to scale of operation has been inadequately studied. 
As a consequence no one can say with any authority how large a chain, in 
different circumstances, is most efficient and to what extent present size of 
central agency is motivated by a desire for power rather than lower costs. 

There are perplexing issues of monopoly both actual and potential. In¬ 
creased attention should be given to ways of recognizing it, ways of keeping 

p. 88. 
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competition fair and methods of dealing with monopoly that occurs. Ef¬ 
fective functioning of the Robinson-Patman Act is essential, and better en¬ 
forcement of legislation forbidding restraint of trade. 

It is also apparent that restraints on trade in wholesaling are not going 
to be eliminated by wiping out ownership chains; other very powerful 
buying units exist. 

Freedom of opportunity, intiative, and independence need to be pre¬ 
served not only among those engaged in retailing but in other parts of the 
economy as well. 

A major need is speedier adjustments so that increasing efficiency in the 
performance of any one function, whether it be in retailing or in the steel 
industry, can be more widely looked upon as a benefit, not a curse to society. 
For this to occur, displaced labor must find other occupations. 

There are some abuses in chain-store selling which are reported to be 
more common than in independent stores, e. g., short weight, trick pricing. 
These together with restraints of trade should be dealt with by appropriate 
means. 



Part V Credit and Other Services 


CHAPTER XVII 
SOME RETAILING SERVICES 
Packaging 

Some goods to be handled at all must be packaged, e. g., cocoanut, raisins, 
rice, flour, cookies. The commodity may be put in the final package in 
the factory, ready for the consumer-buyer; or may be shipped in boxes, 
barrels, or other bulk form to the store, and there put in paper bags or 
some other type of container. At present, the tendency toward factory 
packaging is growing stronger; more significant still, more colorful and 
more expensive packages are often used. This applies not only to raisins, 
rice, flour, etc., but to many other products, e.g., fresh tomatoes, meat, 
hosiery, undergarments, household linens, and many other goods as welL 
The increasing dust and dirt of cities make it important to protect goods 
while on display. 

For maximum economy, packaging should be done by the agency best 
equipped to perform it. Modem machinery can usually be used to much 
greater capacity in the factory than in the average retail store. In addition, 
sanitary conditions for handling goods may be better in the factory than 
the store. This may be especially important in determining where food 
should be packaged. 

There seems to be litde reason why factory packaging, in itself, should 
lead to increased cost. The higher per unit cost which some people com¬ 
plain of, and attribute to factory packaging, occurs partly because the shift 
to factory packaging had been accompanied by a decline in quantity pur¬ 
chased at one time, and also because more expensive packages are being 
used. But here a question must be raised. Were the more elaborate pack¬ 
ages at a higher price forced on consumers, so that they had no choice but 
to accept? Or did they come to be widely used because consumers were 
willing to pay a bit more for attractive and convenient containers? 

Factory packaging, branding, and advertising go together, and are part 
of the common effort to direct attention from price and to concentrate it 
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on quality, real or factitious. Packages more than ever before are designed 
to create an impression of superior quality. This is one of several types of 
deception against which consumers need to be on their guard. Often a fancy 
package has made it possible to sell a half pound of a commodity at the 
price formerly received for a pound when sold in a brown paper bag. Such 
a change may lead temporarily to handsome profits. These, however, will 
tend to dwindle when competitors also display products in attractive con¬ 
tainers. The practice spreads, so that consumers who found the brown 
paper bag adequate are compelled to pay for wrappings which they do not 
particularly want. 

The practice of packaging has significance for consumers in another way. 
It interferes with inspection and tends to divert attention from the com¬ 
modity itself to the container. If the commodity, and not the package, is 
wanted, it is exceedingly important to look past the package and be careful 
that one is not left, as it were, “holding the bag.” The package at the same 
time provides a place for information to help consumers select wisely. 

Small Size of Purchase 

On the whole the smaller the unit of sale the higher is the cost of selling 
$100 worth of a commodity. This fact has already been emphasized in 
analysing the place of various middlemen. For the small as for the large 
purchase, it often takes just as much of the salesman’s time to wrap, to make 
the charge or handle the cash, and to deliver the goods. The retailer does 
not have to have a specified percentage of the selling price, but rather a cer¬ 
tain amount to cover expenses involved. The relationship between the value 
of the average sale and the gross margin for fourteen fresh fruits and vege¬ 
tables is shown in Table 31. 

Many people hold the consumer responsible in large part for the high cost 
of present-day retailing. They are especially prone to point to such figures 
as are given in these tables and to condemn much of the small unit pur¬ 
chasing as wasteful. Whether or not such condemnation is justified cannot 
be determined, however, by looking at retailer’s costs alone. If consumers 
find it more economical, or more satisfactory, to buy food, for example, in 
small amounts and thus have a greater variety and fresher products than 
would otherwise be possible, and to invest less in storage space, the high 
cost to the retailer arising from small quantity purchasing may represent 
a very efficient use of resources. To promote sound consumer practices it 
seems desirable, however, that in as far as is practical the gross margin of 
purchases of various sizes should be sufficient to cover the full cost of selling. 
The greater the difference between the per unit price of the small quantity 
and the larger quantity, the more the consumer will be encouraged to pur- 
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Table 31s Size and Value of Standard Retail Sale, Percentage Margin and Price 
Spread per Sale for Fourteen Commodities in Stores of All Types: New York 
Metropolitan Area, February, 1923, to May, 1924* 


COMMODITY 

prevailing range 

IN SIZE OF 

RETAIL sale 

MIDPOINT 

OF 

RANOE 

VALUE OF 

STANDARD 

RETAIL SALE 

PERCENT¬ 

AGE 

MARGIN 

PRICE SPREAD 

PER STANDARD 

RETAIL SALE 


pounds 

pounds 

cents 

percent 

cents 

Southern potatoes 

3 to 4.5 

3-75 

27.8 

38 

10.6 

California oranges 

2 to 3 

2.50 

27.5 

4 i 

II -3 

Peaches 

1.5 to 3 

2.25 

26.8 

44 

X2.I 

Northern potatoes 

5 to 8 

6.50 

26.7 

37 

9-9 

Southern cabbage 

2 to 3.5 

2.75 

25.9 

48 

12.4 

Cantaloupes 

3 to 3.5 

3-25 

24.7 

46 

11.4 

Boxed apples 

1.5 to 3 

2.25 

24.7 

46 

11.4 

Sweet potatoes 

2.5 to 3 

2.75 

24.5 

45 

II.O 

Barreled apples 

2.5 to 3.5 

3.00 

24.0 

49 

11.8 

Yellow onions 

2.5 to 4 

3*25 

23.1 

53 

12.2 

Eastern lettuce 

1.5 to 2 

i -75 

22.8 

51 

11.5 

Western lettuce 

1 to 2 

1.50 

22.1 

52 

xi.6 

Northern cabbage 

3 to 5 

4.00 

20.8 

58 

12.1 

White onions 

1.5 to 3 

2.25 

20.3 

63 

12.8 

Weighted mean 


3-28 

25.5 

45 

iz.3 


•Source: Charles E. Artman, Expense Factors tn City Distribution of Perishables , U. S. 
Dept. o£ Agri., Dept. Bui. 1411 (1926). 


chase the larger quantity. It is important that consumers should be aware 
of the relationship between their practices in this respect and market costs. 1 

Delivery 

Delivery is a service important to consumers for various reasons. Among 
a few families it is the accepted thing for all, or almost all, purchases. Their 
sense of personal dignity, and their attitude toward social conventions make 
this service indispensable. In other cases, delivery may be desired if the 
article is so bulky or heavy that it would be difficult, or even impossible for 
the buyers to transport it. Such is the case with much furniture, many types 
of household equipment, coal, and building materials. Delivery is also 
important if consumers order by telephone. If the family has no car, the 
inconvenience of carrying groceries and other small packages may make 
delivery desirable. 

Increase in bulky goods and the use of stores some distance from one’s 
residence increase the need for delivery service. Small-scale purchases for 
day-to-day needs decrease the need for such service, provided the buyer 
goes to the store. Nystrom is of the opinion that in spite of the increase in 
stores without free delivery there is a tendency to extend, rather than to re¬ 
duce, delivery service. 2 

1 For variation in per unit price with quantity purchased see ch. V. 

2 Paul H. Nystrom, Economics of Retailing, vol. II, p. 541. 
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Information as to extent of delivery and its costs is presented in Tables 32 
and 33. For stores included the proportion of groceries delivered increased 
steadily with increase in income of families served. In poor neighborhoods, 
only 10 per cent of the groceries were delivered, while in wealthy neighbor¬ 
hoods the proportion was 87 per cent. In the first case the delivery costs 
constituted 0.6 per cent of net sales and in the latter case 3.7 per cent. For 
a large number of meat stores, surveyed by the U. S. Department of Agri¬ 
culture, total delivery expense was 3.2 per cent of net sales. 8 Lowrie found 
in a large department store in Ohio in 1928 and 1929 that deliveries 


Table 32: Delivery and Credit Costs by Retail Grocery Stores in New York City 
During 191S.* Expressed in Percentage of Selling Price 


ITEMS 

POOR NEIGH¬ 
BORHOODS 

MEDIUM CLASS 

NEIGHBORHOODS 

WEALTHY 

NEIGHBOR¬ 

HOODS 

average 

Proportion of business delivered 

10.0 

32-7 

86 6 

37-3 

Delivery costs 

0.6 

1-7 

3-7 

1-7 

Delivery costa if all goods were delivered 

6.0 

5.2 

4-3 b 

5.2 

Proportion of credit extended 

X9.4 

27.0 

75-1 

33-3 

Loss on bad debts 

0.3 

o-3 

0.3 

0.3 

Interest on outstanding accounts 

Cost of credit service if all goods sold 


0.1 

0.3 

0.1 

on credit 

1.3* 

i -5 a 

0.8 a ' b 

i-3 a 

Delivery and credit costs 

0.9 

2.1 

4-3 

2.1 


* Retail Grocery Stores N. Y. State Dept, of Farms and Markets, Cir. 240 (1923). Total 
sales equal ioo. 

a This does not include the cost of clerical help to make out the credit slips, send the 
.statements, and record the payments. 

b These declines that occur with higher income are due to the fact that size of purchase 
tends to increase with income. 

amounted to at least 12.6 per cent of the number of sales. She estimated 
that each delivery made cost approximately 10 cents. 4 

No one questions the need for some delivery service. But what are good 
delivery practices? Should a customer always be required to wait for the 
regular delivery or should special deliveries be made at any time of the 
day? Should the store provide free delivery for all purchases of every size? 
Or should delivery be made only when a purchase reaches a specified 
amount? How far should free delivery extend? To the main metropolitan 
area, to the outlying suburbs, or even to the outermost boundaries of the 
state as may happen in the case of large department stores? And perhaps 
most important of all, should free delivery be given at all, or should a sep¬ 
arate charge be made for this service? Precise answers cannot be given. 

* Kelsey B. Gardner, Margins , Expenses and Profits tn Retail Meat, U. S. Dept, of AgrL, 
BuL 1442 (1926). 

4 Josephine Lowrie, Cost of Handling Merchandise Returns, Ohio State Univ., Bur. of 
Bus. Res., Special Bui., 1929, pp. 10, 21. 
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In general it can be stated that practices should be such that waste is avoided 
and delivery service rendered as efficiently as possible. 

The matter of prime importance to the retailer is that costs in some way 
be covered. He is not so vitally concerned with who pays them. Consumers 
may view the question somewhat differendy. When so-called free delivery 
is provided, the cost of this service is lumped with the price of goods. Every¬ 
one buying in the store helps to pay for it, no matter to what extent he uses 
the service, if at all. As a result the person who requires very little delivery 
helps to pay for the service given to customers who use it a great deal. There 


Table 33: The Percentage Delivery Costs Were of Net 
Sales in Department Stores, in 1935 * 


NET SALES 

{thousands of dollars) 


PERCENTAGE DELIVERY COST WAS OF NET SALES 
{common figures) 


150-300 0.25 

300-500 0.2 

500-750 0.8 

750-1,000 1.0 

1,000-2,000 1.05 

2,000-4,000 1.3 

4,000-10,000 1.6 

10,000-20,000 1.6 

20,000 or more 1.9 


•Carl N. Schmalz, Operating Results of Department and Specialty Stores in 1935, Har. 
Univ., Bur. of Bus. Res. Bui. 100 (1936), pp. 17, 23. Common figures refer to the experience 
of the typical store. 


is another disadvantage in lumping a delivery cost with the general price. 
Because delivery is given “free,” that is without direct charge, people tend 
to use it more freely than they otherwise would. Such a practice tends to 
increase total cost of delivery. 

Requests for special deliveries and the handling of small parcels that 
might easily be carried are the bane of a delivery service. The former is 
especially important in small towns and for neighborhood stores in larger 
cities. The larger the store, the more impersonal the relationship with 
individual customers, and the less frequent become requests for special 
delivery. An extra charge to cover at least a part of the cost for special deliv¬ 
eries would help to reduce requests for them. It might even serve to develop 
a little more forethought on the part of some consumers. Frequently stores, 
although .they will not refuse to deliver small parcels, put up imposing 
posters urging customers to carry them and thus assist in reducing delivery 
costs. 

A special charge for delivery service would be advantageous in two 
ways: First, those using delivery would pay for it, making possible some 
savings for those willing to perform it themselves. Secondly, it seems likely 
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that fewer people would ask to have their purchases delivered. Thus, the 
total cost of delivering would tend to decline. 

Retailers, especially department stores which need large volume, main¬ 
tain at times that free delivery service to suburbs and surrounding towns 
decreases rather than increases their per unit costs. This, they point out, 
occurs because extensive free delivery increases volume of sales; as a re¬ 
sult, certain costs per unit of sales decline more than the amount of the 
increased delivery costs. This claim needs to be examined, for at the same 
time other retailers are also likely to be using free delivery to attract and 
hold patronage. Duplication of facilities as well as excess service may occur. 

One important obstacle may stand in the way of separating charge for 
delivery from other charges; and that is the attitude of consumers toward 
such a practice. This attitude is compounded of many things: the custom 
of free delivery, the dislike, at times intense and usually quite irrational, of 
special charges no matter how small, the inability to make careful price 
comparison, and the failure to perceive the fact that all services rendered 
must be paid for. One retailer might find that a separate charge for delivery, 
even though accompanied by a lowering of his price, would cause him to 
lose trade. Simultaneous widespread adoption of separate charges would 
overcome some of the difficulty connected with the establishment of this 
practice. Here may be a case where agreement on a trade practice among 
competing merchants is highly desirable. 

The effort to reduce delivery costs has led to the establishment of retail 
parcel delivery companies. The U. S. Bureau of Foreign and Domestic 
Commerce secured reports from 134 of these who, in 1934, served more 
than 6,000 stores and delivered more than 27 million parcels. Some of these 
were cooperative or mutual delivery associations controlled and financed 
by merchants using them. The majority were, however, under private 
management handling parcels on a contract basis. 5 

Milk is a commodity that presents a special delivery problem. House-to- 
house delivery is very expensive. Pasteurization and refrigerators have 
decreased the need for its being delivered at the doorstep. Milk distributors 
and labor unions have, in some cities, resisted efforts to have milk sold 
through stores. In some cities milk prices are fixed, and store prices in some 
instances are lower than milk delivered from the milk wagon. In Boston, 
for example, the milk control board permits the store to sell quarts of milk 
at only 1 cent less, even though studies have shown that delivery per quart 
is more than this amount New York State, on the other hand, allows free 
pricing and over the counter milk is about 3 cents below the delivered price. 
It is highly probable that restriction forces the continuation in many cities 
of a delivery service that many families would be glad to dispense with 

5 See Retail Parcel Delivery Companies , Market Research Senes, no. 9 (1936). 
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were they permitted the savings that would be effected by non-delivery. 6 
A few cities have experimented with milk depots in low-income districts, 
with a minimum of services being provided. 

Returned Goods 

The returned goods privilege is much emphasized in some stores espe¬ 
cially (1) by mail-order houses which depend on this privilege to induce 
people to buy without inspection, and (2) by department stores which 
handle shopping goods. It is important to consider the extent to which 
goods are returned, how much the returned goods privilege costs, why 
goods are returned, how the volume of returned goods may be reduced. 

The 1930 census of distribution provides information for various types 
of stores. (See Table 34.) Department and mail-order houses lead the Hst^ 

Table 34: Returned Goods and Allowances by Type of Store, 1929 * 

TYPE OF STORE RETURNED GOODS AND ALLOWANCES, 

AS PERCENTAGE OF NET SALES 


Department stores (with and without food) 

8.5 

Mail-order houses (general merchandise) a 

7.8 

Furniture stores 

6.9 

Radio and music stores 


Women’s ready-to-wear specialty stores 
(wearing apparel and accessories) 

3*9 

Jewelry 

3-8 

Furriers a 

2.4 

Shoe stores , 

1.1 

Men’s and boys’ clothing 

0.5 

Variety stores—5 and 10 and to $1 

0.0005 


* Source: Fifteenth Census of the United States, Distribution, vol. I, Part 1, p. 85. The re¬ 
turns and allowances were deducted from gross sales in arriving at reported net sales. The 
returns and allowances are not reported for places under 10,000 population nor for stores 
with less than sales of $60,000. In compiling these data, sales in places of less than 10,000 
population as shown in Table 25 {ibid., p. 978) were deducted from net sales as reported 
in Table lA {ibid., pp. 47-49). It is assumed for the stores selected here that there are none 
in cities over 10,000 with sales of less than $60,000. 

a It is assumed that there are none of these in places under 10,000 in population. 

with returned goods approximating 8 per cent of net sales. According to 
these data, the proportion of returns in women’s ready-to-wear specialty 
stores is nearly 8 times that of stores handling men’s and boys’ clothing. 

McNair in a study of department and specialty stores in 1938 found 
among the large urban stores that allowance made for merchandise re¬ 
turned amounted to more than 10 per cent of gross sales, and that the aver¬ 
age value of merchandise return transactions was over $4, or almost twice 
as large as the average sale. 7 

* For discussion see M. G. Reid, Food for People, 1942, ch. 29. 

7 M. P. McNair, Operating Results of Department and Specialty Stores in 1938, Har. Umv. 
Bur. Bus. Res., 1939. 
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Table 35: Returned Goods and Allowances of Department Stores, Grouped 
According to Total Volume of Sales, Jan. to June, 1933 * (Percentages are 
Based on Total Volume) 


ANNUAL VOLUME 

OF SALES 

(milltons of dollars) 

NUMBER 

OF STORES 

CASH * 

OPEN 
CREDIT a 

INSTALL¬ 

MENT 1 

TOTAL 1 

Less than one 

12 

3-4 

9*7 

IX.0 

6*7 

k and less than 5 

48 

4*7 

13.0 

13.7 

IO.3 

5 and less than 10 

12 

6.6 

17-5 

13.5 

11.9 

10 and less than 20 

14 

7*1 

167 

13.8 

12.1 

Over 20 

I 

8*3 

19.6 

13.2 

13.4 

All stores 

87 

5*2 

13.8 

13.3 

IO.4 


•Source Retail Credit Survey January-fune 1933, U. S. Bur. of For. and Dom. Com., 
Domestic Commerce Senes, no. 8 4, p. 13. 

* The average used is the sum of the percentages divided by the number of stores reporting. 
It is considered that data analysed in this way best reflect the average experience of reporting 
merchants Since a large majority of percentages reported concentrate on a relatively narrow 
range it is felt that a satisfactory figure is derived from the sum total of percentages divided 
by the number of firms participating. This method prevents the policies and results of a few 
large firms from affecting the average so as to conceal the experience by the typical merchant. 


There is a tendency for the proportion of returned goods to be greater 
for credit than for cash sales and to increase with total volume of store sales. 
These facts are brought out in Tables 35 and 36. Many returns may be the 
result of less competent sales clerks in larger stores, more impulsive buying 
stimulated by extensive advertising commonly used where large volume 
occurs, or the greater prestige of a large store which may lead more people 
to buy without the intention of keeping. 

The widespread practice of returned goods is indicated by the data in 
Table 37. In response to the question of whether goods had been returned 
during the past year, only 17 per cent of the women replying from the 


Table 36: Customer Returns in Department Stores, 1932 • 


SALES VOLUME OF STORES 

Less than $1,000,000 
$1,000,000 to $2,000,000 
Main store 
Basement store 
$2,000,000 to $5,000,000 
Main store 
Basement store 
$5,000,000 to $10,000,000 
Mam store 
Basement store 
Over $10,000,000 
Main store 
Basement store 


percentage of the gross sales 

7*3 

8*5 

5*4 

10.7 
7*3 

II.O 

7*i 

«*7 

10.8 


• Departmental Merchandising and Controllers’ Congress, National Retail Dry Goods Asso¬ 
ciation. Median figures are used. 
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District of Columbia stated that no goods had been returned. For some 
States covered the proportion was somewhat larger. Women’s and misses’ 
wear and shoes accounted for approximately 50 per cent of returns. The 
bulk of goods were returned to department stores. City customers make 
use of this service more frequently than those in rural communities. 

The cost of handling merchandise returns, in an Ohio department store 
having monthly sales averaging more than $1,000,000, has been studied by 
Lowric. Several items enter into cost. First there is the cost of selling the 
commodity, which effort has, in large measure, gone for naught when it is 
returned. In addition there is the cost of financing while the goods are out 
of the store, the loss arising from actual damage or depreciation, or because 
of delay in final sale, and the cost of the return transaction. During the 
3-month period covered by the study, returns averaged 14,942 per month. 
These represented 3.03 per cent of the net sale transactions. Total direct 
cost of returns per month was $5,835 or 39 cents per transaction. Many 
returns undoubtedly involved purchases of low value. (See Table 37.) The 
cost of returns represented 0.5 per cent of net sales for the period. 8 

In the Ohio stores surveyed the proportion of returns varied greatly with 
type of payment and allowance. The fact is shown in Table 38. Return 
allowances constituted 7.7 per cent of credit sales; and only 1.4 per cent of 
cash sales. Number of returns was very high for COX), and deposit pay¬ 
ments. The cost of return in the latter case would be very small since in 
such circumstances the goods do not leave the store. 

Merchants interested in reducing costs are anxious to discover why goods 
are returned: why they do not “stay sold.” Such a discovery is not simple. 
The reason given the store by the customer returning an article, in many 
cases, is the one which the customer feels will be accepted by the store 
with least argument. In some cases the customer would honesdy find it 
difficult to state just why she wishes to return it. She merely knows that 
she no longer wants it, that she wants her money back, or wants something 
else in exchange. 

A partial indication of consumers’ motives in returning goods is given 
by Table 37, which shows the relative importance of reasons for return, 
as stated by thousands of consumers. 9 Wrong sizes, faulty merchandise, 
change of mind, failure to match, are among the important replies given. 

8 Josephine Lowrie, The Cost of Handling Merchandise Returns , Ohio State Univ., Bur. of 
Bus. Res., Special Bui., 1929. This is based on number of transactions, not on sales dollars. 

8 Report on Return of Merchandise, Retail Trade Board, Boston Chamber of Commerce, 
1924. This report states: “Customer reasons caused 70 to 75 per cent of the returns. In ap¬ 
proximately 85 per cent of these cases, however, the return was indicated by ‘change of mind* 
or ‘no reason given.* ” The writer states: “While customers in most cases very likely had no 
logical reason for the return, it must be considered that in others there was no explicit 
response because the customer was not questioned directly through fear she would resent it.” 
(p. 2.) 
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Table 37: Percentage of Consumers Reporting Specified Facts Concerning the 
Return of Purchased Goods * 


ITEMS 

3 STATES 

10 STATES 

DISTRICT OF COLUMBIA 

Frequency of returns a 

Frequendy 

5*5 

6.1 

10.2 

Occasionally 

69.3 

60.6 

72.5 

Never 

25.2 

33-3 

17*3 

Type of merchandise returned b 

Dresses & women’s & misses’ wear 

41.9 

38.6 

47-7 

Shoes 

ZO.I 

10.5 

2.8 

Men’s furnishings 

7-3 

6.7 

5*6 

Gloves 

6.8 

5*9 

3*5 

Hose 

5-5 

5-7 

6.4 

Household furnishings 

3-7 

2.6 

8*5 

Millinery 

3-4 

4.5 

1.4 

Children’s clothing 

2.7 

3 *o 

4*5 

Other 

18.6 

22.5 

19.6 

Price of goods returned 

$1.00 and under 

6.7 

11.2 

8.1 

I.OI tO 2-00 

20.0 

23.6 

21.9 

2.01 to 5.00 

32-4 

28.4 

39*4 

5.01 to 20.00 

37-7 

29.0 

21.6 

20.01 and over 

5.6 

5 *i 

9.0 

“Do not remember” 

3-6 

2.7 

— 

Delivery service in returning 0 

Used 

33-4 

3 i*i 

48.0 

Not used 

66.6 

68.9 

52.0 

Reason for return d 

Wrong size 


37*2 

38.9 

Faulty merchandise 


13.0 

20.8 

Change of mind 


15.0 

14.9 

“Not satisfactory" 


16.5 

o *3 

Did not match 


15.6 

7*3 

Poor quality 


0.0 

8.6 

Other reasons 


2.7 

9*2 


•Source: Ada L. Bush, Consumer Viewpoint on Returned Goods, U. S. Dept of Com., 
Domestic Series, no. 87 (1934). This study was a joint product of the U. S. Department of 
Commerce and the General Federation of Women’s Clubs. The “primary purpose” was "to 
determine the extent of consumer responsibility for the large volume of returns that were 
known to contribute to profitless commerce, and to cooperate w reducing this volume through 
improving . . . methods of doing business (p. 1.) 

With assistance from local merchants and other trade groups questionnaires were dis¬ 
tributed by the General Federation of Women’s Cluks through State and local federations. 
Sixteen States were included. Data were tabulated in three groups. The first 3 States, Wis¬ 
consin, Pennsylvania, and New Jersey, from which 1,500 complete questionnaires were ob¬ 
tained, were handled separately. In the second group were ten other States from which a 
total of 5,000 returns were secured. Scattered returns were secured from the other three 
States. These were not analysed. In addition data from Washington, D.C., were analysed. 
These were checked with samples from other cities. The Washington data are considered to 
be quite representative of large city purchasing. 

a Tbe following questions were asked: “Within the last year have you returned merchandise 
in the store from which you purchased it? Frequently? Occasionally? Never?*’ Because various 
women are likely to interpret differently the terms “frequendy” and “occasionally” the total 
of these two is probably more significant than either considered separately. 

b “What merchandise did you return last time?” The greater frequency with which some 
commodities are purchased in contrast with others must be kept m mind in interpreting these 
data. For example, hose are purchased more frequently than shoes. Hence, the relative fre- 
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Two trade analysts questioned 500 shoppers on merchandise returned 
during 1937. Returns averaged 10 per shopper. Shoppers took the blame for 
only one-fifth of the returns. One-fifth of the returns were made because 
of unsatisfactory fit, and 13 per cent of the merchandise returned was chil¬ 
dren’s wear. 

Blame for returned goods thus rests with both the seller and general 
market conditions as well as buyers. Returns because merchandise is faulty 
either in materials or construction are especially important if defects are 


Table 38: The Percentage of Sales Transactions and Returns 
to Net Sales, According to Type of Sale and Allowance, 
Ohio Department Stores, 1928 and 1929* 


percentage of 


CLASSES OF SALES 

Net sales transactions 

Returns to net sales 
transaction 

Credit 

24.7 

7.65 *> 

Cash 

74-5 

1.37 b 

C.O.D. 

0.6 

15.06 

Deposit-payment a 

0.2 

19.80 

All 

100.0 

3-03 


•Source: J. A. Lowrie, The Cost of Handling Merchandise Returns , p. 8. 

a These are largely lay-away sales. The returns in this case are merely cancellation, no de¬ 
livery of goods havmg been made. 

b Credit refunds may follow cash sales and vice versa. There seems, however, more likeli¬ 
hood that credit allowance follow cash sales than that cash allowance follow credit sales. 

not likely to be noted in the store. And a sales person can often concentrate 
attention on good features to the exclusion of the bad. Lack of informative 
labeling is responsible for many returns, amount of sizing in a fabric is 
greater than was anticipated, color is not fast as was expected. In many 
cases dresses, coats and other garments are scantily cut, incorrecdy sized, 
hastily constructed. The more accurately goods are described, the more 
easily they can be compared with other commodities available, the easier 
it is for consumers to find the article best suited to a particular purpose and 
best in view of price, the fewer returns there will tend to be. Clerks in many 
cases lack imagination. They are unable to help consumers discover what 
commodity in the stock on hand would best serve their purposes. Aggressive 
selling is responsible for some returns. Consumers make purchase merely 
to escape aggressive salesman. Their revenge—the return of the commodity 
—comes later. 

quency of returns for shoes in contrast with hose is greater than is indicated by these figures. 
The same is true of gloves in contrast with hose. 

0 “Did you ask the store to call for the article returned?” 

d “What was your reason for returning the (last) article?** The women wrote in their 
own reasons. There is thus an overlapping in the categories. Replies from all 13 States were 
combined. 
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Buyers’ faults are of several types. Articles may be purchased on impulse 
because of failure to think through needs or get approval of certain mem¬ 
bers of the family. When back home, the consumer, faced with cash spent 
or charges incurred, may at once decide to retract the purchase. 

Failure to inspect goods carefully before purchasing is the reason for 
many returns and uncertainty as to the size of Elsie’s shoes, or John’s col¬ 
lars, and as to the quantity and quality needed. 

Purchases may be made too early, that is, before sufficient shopping is 
done to discover where the best value can be had. As a consequence better 
values are later discovered and the earlier purchases returned. Extreme 
timidity, embarrassment at having taken so much of a clerk’s time, may 
lead to purchases which are later returned. 

The merchant complains loudly about these inefficiencies of the con¬ 
sumer. But the worst abuses of the returned goods privilege, as he sees 
them, arise for other reasons. Goods are sometimes purchased when the 
buyer has no intention of keeping them. They are bought with the inten¬ 
tion of using them for a short time and then returning them. Goods are 
sometimes purchased so they may be copied. In other cases the act of pur¬ 
chase is all that is sought. In a money-minded society a good deal of satis¬ 
faction can be derived in this way by some people. Goods may be purchased 
to impress friends, neighbors, or even sales clerks. Social prestige, one’s 
standing in the community, may be elevated a notch or two by having 
a swank delivery truck call at the door, not once but twice, first to deliver 
the good and later to take it away. 

The Boston Retail Trade Board, in its study of returned goods made 
in 1924, cited what is called instances of unreasonable returns: 

At a recent sale one woman bought eleven dresses, each from a different 
salesperson. Later she returned all but one at different times so that the pro¬ 
cedure would not attract too much attention. 

The customer purchased a very expensive dinner set. After using it a few 
days, she decided that she did not like the pattern and asked the store to du¬ 
plicate the order in another pattern. Within three months the customer had three 
different sets sent to her. She returned each set and decided that she did not want 
any. The store accepted the dishes returned. 

What can be done to reduce the number of returns? Those who feel the 
consumers are largely responsible advocate an educational campaign. Such 
a program might have several aspects: (1) information as to the cost of 
returned goods; (2) recognition that these costs are paid by consumers; 
(3) development of better buying practices which would do much to re¬ 
duce the need for returns. But the seller’s responsibility for returned goods 
should not be overlooked: the need for additional means of identifying 
qualities, and the education of sales people to appreciate the cost of return- 
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ing goods and factors responsible. Many stores might be more strict in 
accepting returned goods. In addition, as with other services, waste and 
unduly high costs might be eliminated by attempting to have those who 
use the service pay for it. Difficulty would arise however in determining the 
extent to which the consumer or the store was at fault. 

The following recommendations were unanimously passed by the Dis¬ 
trict of Columbia’s Federation of Women’s Clubs following the study of 
returned goods which was made in cooperation with the U. S. Department 
of Commerce: 10 

That all reputable stores in the community adopt a uniform restricted returned 
goods policy whereby time for justifiable returns shall be limited to six full days 
from the time of the sale. 

That no returns shall be made in violation of ordinances existing for purposes 
of health preservation. 

That customers shall state the reason for returns so that all stores are enabled 
to locate the type of merchandise most often found faulty and that consumers 
may have a direct influence in promoting higher standards of quality. 

That presentation of sales check be required. 

That merchandise must not be yard goods or goods altered at the request of 
the customer unless the store is at fault. 

That merchandise must not have been soiledworn , damaged , or misused, 
while in the keeping of the customer. 

That “justifiable reasons” for accepting returned goods have to do with the 
failure of the store to complete the sale with goods of the size, type, and quantity 
ordered, and reasons which have to do with store error of some other kind— 
particularly faulty goods represented at the time of the sale as being in good 
condition. 

That the store’s guarantee as to quality is held to apply to all goods not 
specially exempt at the time of sale. 

That stores at their discretion may make exceptions to these justifiable reasons 
especially in case of death and illness and other causes beyond the customer's 
control. But that the purpose of specific definitions governing fair practice 
in requesting and granting returns is to provide every reasonable remedy for 
the customer whenever the manufacturer or retailer is at fault and to strengthen 
the store’s resistance against unjustifiable demands for conditions and reasons 
over which the store has no control or responsibility—such as family and per¬ 
sonal preferences, lack of need, fickleness of desire, etc. 

That some provisions be worked out for extra services to be made available 
to patrons who at their individual expense desire return privileges in excess of 
regular services. 

That this provision be designed to give possible remedy, at cost, for those 
customers who have not yet trained themselves to know their personal and 
family preferences when purchasing goods and, in consequence thereof, request 
returns for customer errors and changes of mind in connection with which the 
store has sympathy but no responsibility. That for such extra return service the 
customer be charged one half of the handling cost, e. g., a flat charge of 20 cents. 

10 Adapted from Dam. Com. Ser., Bui. 87, pp. 19-23. See also /. H. Be 1940, p. 365. 
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Shared responsibility for customer error, under circumstances of apparent good 
faith, should tend toward higher standards in customer buying and retail selling. 

Agreements among retailers are at times made in an effort to check 
abuses. For example the Boston Retail Trade Board in 1932 adopted a 
code wherein it was agreed that no goods would be accepted for return 
after three business days; that certain commodities were not acceptable 
for return, e.g., books, mattresses; and that customers who habitually re¬ 
turn 50 per cent of their purchases should be deprived of charge account 
privileges. The agreement in itself is an indication that some consumers 
greatly abuse the returned goods privilege. 

Attitude of Consumers to Separate Charges 

Delivery, credit and privilege of returning goods are special services. A 
charge might be made for each of them. In one study, 900 housewives in 
New York City were interviewed to discover what they thought their 
attitude would be to such a policy. Less than half reported that they pre¬ 
ferred to buy in stores with price differentiated on the basis of services 
rendered. The attitude expressed is shown in Table 39. The lower the rent 
paid, the more likely was the housewife to favor differentiated price. Ba¬ 
der reports; “Some of those who did not favor the two-price system were 
not opposed to it as such, but rather because of distrust of the merchants. 
They thought that in some way or other some merchants would use the 
two-price system to ‘gyp* them, and so they felt safer if only one price 
prevailed.” 

Table 39: Reaction of New York City Housewives to Price Differentiated 
According to Services * 


RENT 


NUMBER PERCENTAGE 


DO YOU PREFER CASH AND CARRY 
STORES AS AGAINST SERVICE STORES 
IF A SUBSTANTIAL SAVING IS 
SHOWN? (PERCENTAGE) 



against 

for 

against 

for 

against 

17 

62 

38 

84.5 

15-5 

74 

56 

44 

83 

17 

190 

43 

57 

80 

20 

206 

42 

58 

70 

30 


* L. Bader, “Reaction of Consumers to a Two-price System,” J. Mar%. (1940, July), 41-43. 


Need for Additional Services 

There is also the question of whether customary services are entirely 
adequate. In some communities there seems to be need for stores being 
open more frequently in the evenings. Any increase in the gainful em¬ 
ployment of housewives will increase this need. 
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CREDIT FOR CONSUMERS 

Consumers’ credit at the present time is looked upon by many as a 
trouble spot. It has been and is being much investigated and discussed. 
Some sellers feel that consumers abuse credit privileges, some consumers 
feel that their financial tangles are the result of exploitation and many 
financial experts are much concerned with the fluctuating volume of con¬ 
sumer credit and its relation to price levels. 

Types of Credit 

Consumers’ credit is of two general types: (i) cash and (2) merchandise. 
Cash credit provides funds that may be put to any use. Merchandise 
credit is the postponement of payment for specified goods. Some cash 
credit is used for the purchase of merchandise. Neifeld estimates that of 
cash loans provided by all Pennsylvania loan companies during a certain 
period, 32 per cent went to pay for “clothing, fuel, food, automobiles, re¬ 
pairs, and rent” and 20 per cent to “re-financing and centralizing existing 
obligations.” 1 

Merchandise credit is also of two types, (1) open-book credit given by 
retailers, commonly known as charge accounts, and (2) installment credit 
provided either by retailers or finance companies for the purchase of spe¬ 
cific commodities. During recent years the system of paying open-book 
accounts by installments has been widely used. However, in this discus¬ 
sion the term installment credit will refer to credit granted for commodi¬ 
ties for which separate contracts are drawn up. 

Volume of Consumer Credit 

Many estimates have been made of volume of consumer credit, differ¬ 
ing considerably in items included. Beckman in 1941 estimates that an¬ 
nual volume of consumer credit is pretty close to $19 billion with $6.5 
billion outstanding. This was close to 8 per cent of the national income. 2 

An estimate for 1936, shown in Table 40, places the volume of selected 

1 M. R. Neifeld, “What Consumer Credit Is," Annals Am. Acad., vol. 196 (1938, Mar.), 69. 

2 T. Beckman, “The Consumers’ Credit Structure,” 1941 Consumer Credit Symposium , 
P- 34 - 
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types of credit at $14 billion. Housing credit and some other types are not 
included. In dollar volume cash credit is much less important than mer¬ 
chandise credit. Open-book credit is much more important than install¬ 
ment credit, although much less important in terms of debt outstanding. 

Who Uses Credit? 

Recent studies provide data indicating relative use of charge accounts 
and cash and installment credit by income groups. The Consumer Pur¬ 
chases Study, to which reference has already been made, secured data on 
net change during a year for these types of debt. Since charge accounts 
are much more likely, than the other two types of credit, to be kept paid 
up, a report of these types in terms of net change is likely to understate 


Table 40: Estimated Consumer Lo^ns Mu>e During 1936 and Outstanding 
at the End of 1936 * 


LOANS MADE DURING LOANS OUTSTANDING 

I936 END OF 1936 



( millions) 

Percentage 
of total 

( millions ) 

Percentage 
of total 

Small loan agencies 

$ 1,427 

10.2% 

$ 966 


Retail installment sales 

4,500 

32.1 

2,600 

5**3 

Retail open accounts 

8,100 

57.7 

1,500 

29.6 

Total 

14,027 

100.0 

5,066 

100.0 


* M. Grobben, “Volume and Classification o£ Consumer Loans,** Annals Am. Acad., 
vol. 196 (1938. Mar.), 74. Credit extended by building and loan societies and credit under 
Federal Housing Administration loans are not included, nor deferred payments on individ¬ 
ual income tax assessments. For other estimates see D. M. Holthausen, The Volume of Con¬ 
sumer Instalment Credit, 1929-38, Nat. Bur. Econ. Res., 1940. 


most the use of charge accounts. This study is for 1935-36. Important find¬ 
ings of this study include: 

(1) "Approximately one-quarter of all non-relief families in the United States 
had a net change in debt for instalment purchases, one-eleventh for cash loans, 
and one-ninth for charge account purchases.’* 

(2) According to a rough estimate, over one-third of all non-relief families 
during 1935-36 had a net change in consumer debt (all three types of in¬ 
debtedness). ’The frequency of debt rose from a minimum of about 28 per 
cent in the income level below $750 to a peak of almost 42 per cent for 
families with incomes of $1,750-2,000, and then declined consistently as income 
advanced until it stood at less than 23 per cent for families with incomes of 
$5,000 or more.” 

(3) About one-third of the families with incomes $1,750-2,000 reported charge 
or instalment debt. The proportion was lower for both famili es with lower 
and higher incomes. (See Table 41.) 

(4) ‘Twenty-six per cent of the families with a net change in instalment debt. 
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32 per cent of the cash loan debtors aqd 43 per cent of the families indebted 
for charge purchases had incomes under $i,ooo.” 

(5) “Charge account credit was less frequently used in metropolitan centers 
than in any other type of community.” 

“Consumer credit as a whole was used most widely by families in large 
and small cities and least extensively by families living in metropolises and 
on farms.” 

(6) “No pronounced variations in the cyclical response to consumer credit is 
to be observed . . . except that farm families were less strongly inclined to 
increase obligations than families in other communities.” * 

(7) “Frequency of instalment debt was higher for wage-earning families than 
for other non-farm families in all income classes except the lowest. Frequency 
of instalment debt was far lower for farm families than for wage-earning or 
other non-form families in every income level except that of $5,000 and over.” * 


Table 41: Percentage of Non-Relief Families at Specified Income Levels 
Reporting a Net Change in Various Kinds of Debts, 1935-36* 


INCOME LEVEL 
{dollars) 

PERCENTAGE OF 

FAMILIES HAVING 

NET CHANGE IN DEBT 

Installment 

Cash loan 

Charge account 

Under 500 

11.9 

8.0 

17-5 

500-749 

16.8 

8.0 

13-3 

750-999 

21.3 

9.0 1 

12.6 

1000-1249 

24.9 

8.6 

10-6 

1250-1499 

27.6 

10.0 

10.2 

1500-1749 

29.0 

10.8 

10.4 

1750-1999 

31.9 

9.9 

9.6 

2000-2499 

30.2 

10.6 

9-3 

2500-2999 

29-3 

11.6 

9-3 

3000-3999 

23.8 

9-5 

7-9 

4000-4999 

21.5 

10.8 

7-3 

5000 & over 

15.0 

8.4 

6-7 

All levels 

23.6 

9.4 

n -3 


* B. Bernstein, op. at., pp. 124, 173, 195. See also M. R. Neifdd, Personal Finance Comes 
of Age , 1939, p. 156. 


Types of Commodity Purchased on Installment Plan by Income 

Level 

Families over a wide range of income levels use installment credit, with 
families in the moderate to low income levels using it most frequendy* 
Among the non-relief families reporting for 1935-36: 

8 The year 1935-36 was one of relative prosperity, which stimulated installment purchase 
so that more families increased than decreased their debts. 

* B. Bernstein, The Pattern of Consumer Debt , J935-36, Nat Bur. of Econ. Res., Studies 
in Consumer Instalment Financing, no. 6, 1940, pp. 4-9. 
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Almost one-third of the instalment debt changes related to purchases of furni¬ 
ture, one-fifth to automobiles, one-third to electric refrigerators and other elec¬ 
trical equipment, one-twelfth to radios, and less than one-tenth to the miscel¬ 
laneous category which includes “soft goods.” 6 

The investigator goes on to point out that “soft goods” are often sold on 
very short contract, so that measurement of use of installment credit by a 
net change during the year is likely to understate the number of install¬ 
ment sales of soft goods. 

For the income levels below $1,000, furniture was the commodity most fre¬ 
quently financed on instalment terms, with radios, “other electric equipment,” 
and miscellaneous articles following in order of importance. . . . For families 
with incomes above the $2,000 level automobiles were the most common reason 
of instalment obligations. ... As income rose up to the $3,000 level there was 
an increasing tendency for families to be indebted for more than one com¬ 
modity, above that level the trend was reversed. 6 

Credit by Type of Store 

Credit varies greatly from store to store with type of product sold. This 
fact is brought out in Table 42. For stores reporting here sales are least 
important in variety and food stores and most important in those selling 
household appliances, lumber, and building supplies. 

Credit granted in 1929 in all stores and in chains is shown in Table 
43. Apart from furniture chains, which probably cater to the moderately 
low income group that use installment credit a very great deal for this type 
of purchase, the percentage of credit sales in every case is lower for chain 
than for all stores, and the percentage of sales in all cash stores is higher. 

The relative importance of installment sales by type of store is shown 
in Table 44. It is of interest to note that lumber and building materials 
are not sold on the installment plan. It may be that the use to which the 
purchases are put interferes with repossession so that installment selling 
offers no advantage to seller over the use of open accounts. 

Change in Importance of Consumer Credit 

Consumer credit is by no means new. During the past few decades it 
has, however, expanded in importance and to some extent taken new 
forms. Hert estimates that in 1912, 13 per cent of retail sales were credit 
sales and in 1920, 20 per cent. 7 The census of distribution for 1939 re * 

5 Ibid., p. 8. 

® Ibid., pp. 8-9. 

7 A. H. Hert, “Charge Accounts of Retail Merchants,** Annals Am* Acad., voL 196 (1938, 
Mar.), 112. 
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ports 342 per cent of all retail sales to be credit sales. In addition, cash 
loans have expanded gready. 

The shifts in total consumer credit outstanding at the year-end from 
1929 to 1937 are shown in Table 45. The volume of credit fell from 1929 
to 1932, with the decline for installment credit being most marked. By 1937 


Table 42: Percentage of C\sh and Credit Sklss in Selected 
Types of Stores, 1939 * 


TYPE OF STORE - , ^ 

Cash stores 

CASH SALES IN 

Credit & 
cash stores 

All stores 

CREDIT SALES 

All 

35-5 

30.3 

65.8 

34-2 

Food 

50.3 

25-9 

76.2 

23.8 

Grocery without fresh meat 

54-9 

27.6 

82.5 

17*5 

Combination grocery and meat 

48.4 

26.8 

75-2 

24.8 

General (with food) 

12.7 

45-5 

58.2 

41.8 

General merchandise 

30.5 

38.2 

68.7 

31-3 

Department 

10.8 

48.4 

59-2 

40.8 

Variety 

98.2 

1.6 

99-8 

0.2 

Apparel group 

Men's & boys' clothing & 

46.1 

26.0 

72.1 

27.9 

furnishings 

34.9 

35-9 

70.8 

29.2 

Women’s ready-to-wear 

42.7 

25.2 

67.9 

32.1 

Millinery 

81.2 

11,0 

92.2 

7-8 

Shoes 

73-7 

18.4 

92.1 

7-9 

Fumiture-household-radio group 

7.8 

19.4 

27.2 

72.8 

Furniture 


17.4 

21.5 

78.5 

Floor coverings, drapery 

32.1 

26.5 

58.6 

41.4 

Household appliances 

3-5 

18.5 

22.0 

78.0 

Automotive group 

6.1 

38.1 

44-2 

55-8 

Dealers: new cars 

4-7 

39 *i 

43-8 

56.2 

Dealers: used cars 

23.6 

25.2 

48.8 

51-2 

Filling stations 

24-3 

50.4 

74-7 

25.3 

Lumber, building 

3.8 

18.6 

2**4 

77.6 

Hardware group 

9-1 

41.6 

50.7 

49-3 

Eating places 

87.8 

10.3 

98.1 

1.9 

Drinking places 

877 

IX.O 

98.7 

i *3 

Drug stores 

53-7 

37-5 

91-2 

8.8 

Liquor stores (packaged goods) 

92.1 

6.4 

98.5 

i *5 

Jewelry 

12.7 

30.6 

43-3 

56.7 

Books 

19.4 

29.4 

48.8 

51.2 


* Preliminary release of Sixteenth Census of United States. The sales on which the per¬ 
centages are based are partly projected totals. The Census Bureau is unable to report exact 
totals, since 9 per cent of the stores reporting were unable to give an analysis of their sales. 


installment credit in dollars was much above the 1929 level. Since price 
level in 1937 was much below that of 1929, especially for many things pur¬ 
chased on the installment plan, installment credit outstanding in 1937 in 
terms of products was relatively greater than is indicated by the index shown 
here. 
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The general pictures of retail cash buying in 1929 and 1939, as shown by 
census data, are very similar. The percentage of sales in all cash stores in¬ 
creased from 49.8 per cent to 51.1 per cent. Some important changes took 
place, however, for separate types of stores. There was some decline in the 


Table 43: Percentage Cash and Credit Sales in All Stores and in Chain Stores, 1929 * 



1 

ALL stores 



CHAINS 


TYPE 

OF 

STORE 

Sales in 
all-cash 
stores 

Sales tn 
stores 
giving 
credit 

Ciedtt 
sales in 
stores 
giving 
credit 1 

Credit 
sales in 
relation 
to total 
net 
sales 1 

Sales in 
all-cash 
stores 

Sales tn 
stores 
giving 
credit j 

Credit 
sales tn 
stores 
giving 
credit 

Credit 
sales in 
relation 
to total 
net sales 

Grocery, with¬ 
out meat 

66.1 

33*9 

44*9 

15.2 

92.0 1 

8.0 

29-4 

2.4 

Combination, 
meat and 
grocery 

46a 

53*8 

51.9 

27.9 

94 *i 

5*9 

24.5 

1-4 

Meat 

45-9 

54.1 

40.0 

21.6 

61.7 

38.3 

21.0 

8.0 

Department 

14.6 

854 

47*4 

40.5 

40.3 

59-7 ! 

16.8 

10.0 

Women’s 
ready-to- 
wear specialty 

38.5 

61.5 

53*7 

33 *o 

42.2 

57*8 

41.0 

23-4 

Shoe 

68.5 

31-5 

29.8 

9*4 

81.3 

18.7 

26.3 

4-9 

Men’s and boys’ 
clothing and 
furnishing 

43*0 

57.0 

37.1 

21.2 

60.5 

39*5 

38.1 

15.0 0 

Furniture 

8.0 

92.0 

77-5 

71*3 

3.6 

96.4 

88.7 a 

85.5 

Household ap¬ 
pliances 

11.2 

88.8 

77*5 

68.q 

21.Q 

78.1 

76.4 b 

59-7 


* Sources: Fifteenth Census of the United States, Distribution, vol. I., part i, p. 72; and 
Retail Chains, 1933. 

1 It was necessary to make estimates as to total credit given for various types of stores. The 
census reported the net sales for stores having a specified percentage of credit sales, but not 
actual credit sales. Except for the first interval (1-10 per cent credit) it is assumed that the 
midpoint of the interval is an average of the extent of credit for the group. For the interval 
1 to 10 per cent the average is assumed to be 7.5 per cent. On the basis of these assumptions 
total credit sales for all stores equals 33.7 per cent. The percentage as reported by the census 
is 34.3 per cent. This check on the method seemed to indicate that an estimate based on 
interval midpoints would be fairly accurate for the various types of stores. 
a Of this 74.4 per cent was installment credit and 14.3 per cent open book account. 
b Of this 50 1 per cent was installment credit and 26.3 per cent open book account. 
c For chains only men’s furnishings of various kinds are included. See Retail Chains, 
pp. 121-31. This class is not identical with the regular census classification of “Men’s and 
Boy’s Clothing and Furnishing.” 


importance of credit in combination grocery and meat stores, probably due 
to the expansion of chains in this type. There was a sharp increase in the 
importance of credit in men’s and boys’ clothing. (See Table 46.) 
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Table 44: Installment Credit as Percentage op Total Credit, 
by Type of Store, 1939 * 


type of store 

installment as percentage 

OF TOTAL CREDIT 

Used car 

91.4 

Household appliances 

80.8 

New car 

75*4 

Furniture 

73-7 

Radio 

60.4 

Jewelry 

60.4 

Family clothing 

41.7 

Book 

41.2 

Department 

37*4 

Heating-plumbing equipment 

22.2 

Men’s and boys* clothing and furnishings 

21.4 

Women’s ready-to-wear 

5.1 

Lumber and building material 

2.4 


•Preliminary release of Sixteenth Census of United States. 


Some Changes in Use of Consumer Credit 

Quite apart from the volume of consumer credit many changes have oc¬ 
curred: 

(1) Installment buying has expanded greatly. It was introduced into 
the United States in 1807 for the purchase of high-grade furniture. Sellers 
were at first very cautious in granting it, restricting sales to people with 
relatively large incomes, and being liberal toward delinquents. During the 
closing decade of the nineteenth century the practice of installment selling 


Table 45: Estimated Amounts of Consumer Installment Credit and of Total 
Consumer Credit Outstanding at End of Year, 1929-37* 


YEAR 

CONSUMER INSTALLMENT CREDIT* 

TOTAL CONSUMER CREDIT 

Y ear-end 
( millions) 

Index 

Year-end 
( millions ) 

Index 

1929 

3^31 

100 

8,183 

100 

1930 

2,76a 

85 

7,570 

93 

1931 

2,254 

70 

6,442 

79 

1932 

1,533 

47 

4,957 

61 

1933 

1,630 

50 

4,807 

59 

1934 

1,874 

58 

5,222 

64 

1935 

2,586 

80 

6,080 

74 

1936 

3,452 

107 

7,435 

91 

1937 

3,847 

1*9 

8,326 

102 


* D. M. Holthausen, and others. The Volume of Consumer Instalment Credit, 1929-38, 
Nat. Bur. Econ. Res., Studies in Consumer Instalment Credit, no. 7, p. 131. 

a Includes six types of retail establishments, four types of cash-lending agencies and F.H.A. 
loans, loans of unregulated lenders. The types erf credit included are somewhat different 
from those in Table 40. 
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spread rapidly and came to be widely used by house-to-house sellers with¬ 
out an established place of business. The quality of goods sold was on the 
whole poor, prices were high, aggressive selling was used, there was much 
fraud and deception in charges and in repossessions. Installment buying 
fell into disrepute. Its reputation since then has been restored. Former 

Table 46: Some Contrasts Between 1929 and 1939 in Retail Credit 



1929 

*939 

Percentage stores selling only for cash: 

AH 

49.8 

51.1 

Grocery without fresh meat 

54*5 

46.4 

Combination grocery & meat 

35-5 

30.1 

Department 

41.2 

40.5 

Women’s ready-to-wear 

59*4 

60.2 

Percentage of all sales: 

In cash stores 

34*9 

35*5 

Cash sales in cash-credit stores 

30.8 

30.3 

Credit sales 

34*3 

34-2 

Percentage of credit sales tn cash-credit 
stores: a 

Grocery without fresh meat 

15.2 

17.5 

Combination grocery & meat 

27.9 

24.8 

Meat 

21.6 

16.9 

Department 

40.5 

40.8 

Women’s ready-to-wear 

33-0 

32.I 

Shoe 

9-4 

7-9 

Men’s and boys’ clothing and furnishings 

21.2 

29.2 

Furniture 

71.2 

78.5 

Household appliances 

77-5 

78.0 

Lumber and building materials 

78.4 

80.9 


‘Credit sales in cash-credit stores for 1929 were estimated, method of estimating being 
described in Table 43. 


antipathy is probably pardy responsible for the present use of terms such 
as “deferred payment plan,” “purchasing out of income,” “the budget plan,” 
which presumably do not bear unpleasant connotations. 

The recent expansion in its use has been stimulated by the increase in 
relatively high-priced goods that cannot be purchased out of weekly or 
monthly income of many people who nevertheless feel that they can afford 
to have them. Whereas it was first used almost entirely for durable fairly 
high-priced commodities there has recently been a tendency to extend it 
to the so-called “soft goods,” e. g., men’s and boys’ clothing. Problems re¬ 
lated to installment credit are of sufficient importance to devote a later 
chapter to their discussion. 

(2) A marked expansion has occurred in the volume of small cash loans 8 

8 For extended discussion of small loans see M. R. Neifeld, Personal Finance Comes of 
Age, 1939 ; C* O. Hardy, Consumer Credtt and Its Uses , 1938; and R. A. Young, Personal 
Finance Companies and Their Credit Practices, NaL Bur. Econ. Res., 1940. 
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and extensive and often exaggerated advertising is used to impress people 
with how easy it is to get cash for anything they want. Many special loan 
agencies have developed and many commercial banks have opened small 
loan departments. Some steps have been taken in regulating their interest 
rates and terms of contract. Licensed personal finance companies now op¬ 
erate in 39 States, the maximum legal charge ranging from 2 to 3% per 
cent a month on the unpaid balance. Banks and finance companies in 1936 
provided close to 70 per cent of the small cash loans to consumers. 9 Credit 
unions have so far been able to provide loans at a lower rate of interest than 
other sources. These consist of cooperative groups established on the as¬ 
sumption that there is within any group of people those who are willing 
and anxious to lend to those who wish to borrow. Labor involved is often 
provided without pay by the members, the group is fairly small gnd the 
members known to each other so the risk from loss and the cost of investiga¬ 
tion are low. Although there were in 1936, 5,440 credit unions in opera¬ 
tion, 10 the total loans made by them were less than one-fifth of those pro¬ 
vided by personal finance companies, and approximately one-half of those 
of “unlawful lenders, who at times make extremely high charges and in 
many cases defraud borrowers” A considerable effort is made in some 
quarters to expand credit unions. 

(3) Credit has been introduced by some stores formerly selling only for 
cash, e. g^ mail-order houses. In 1936, one-fifth of Sears, Roebuck & Com¬ 
pany sales were paid for by installments. Even Macy’s, long famous for its 
emphasis on cash payment, has acknowledged the demand for credit. In 
the store is a Morris Bank to which people wanting credit are sent. Some 
stores not granting credit make available many of its advantages through 
deposit accounts, money being deposited prior to charges being made. In¬ 
terest is usually allowed on outstanding balances. 

(4) Over the past two decades the general tendency has been to liberalize 
credit, reducing down payment and lengthening the period of payment for 
commodities purchased on the installment plan, and granting charge ac¬ 
counts more freely and extending their payment period. 

Today [1938] the payment of approximately $1 in every $5 of retail sales is 
postponed for an average of somewhat more than 60 days as a convenience to 
the charge account customer. Depending upon the character of merchandise, 
the full collection of $1 in every $10 of retail sales may be delayed from 10 weeks 
to more than 3 years. lx 

The National Retail Credit Association asked its members to report for 
1937 "the most important retail credit problem for the coming year.” Of 

9 M. Grobben, op. at. This estimate does not include housing loans. 

10 U. S. Bur. Lab. Stat. Bui. 659, 1939, p. 115* 

11 U. S. Bur. For. Dom. Coixu* Dom. Com. Series, no. 109, p. 3. 
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those answering 77 per cent reported it was the matter of “how to control 
the present-day tendency toward long and longer terms and ‘the selling of 
terms instead of merchandise.’ ” 6 7 * * * * 12 * 

(5) Installment payments are being introduced to pay open-book ac¬ 
counts. Various schemes are used: the “Budget Plan” “Coupon Book 
Plan,” “Letter of Credit Plan ” These effect a positive measure of control 
over the amount of credit extended by a store to any one individual. 

James McCreery & Co.’s department store in New York City, for example, 
has established a “Junior Club.” People apply for membership giving cer¬ 
tain required facts which are checked by the credit agency. Those admitted 
to membership are given charging privileges usually up to the amount of 
one week’s salary. The store calls for regular payments. 

The 1938 credit survey of the U. S. Bureau of Foreign and Domestic 
Commerce reports: 

Over 80 per cent of the reporting stores had inaugurated their general mer¬ 
chandise deferred-payment plan, of whatever character, during the last 4 years. 
About 50 per cent of the plans had been put into effect either during 1937 or 
1938. It is possible that this type of installment selling by department stores is a 
recognition of the fact that the average charge account, established as a 30-day 
accommodation, is actually collected in somewhat more than 60 days. . . 
Sales of individual stores may also be stimulated by offering short-term deferred- 
payment plans to customers not entitled to regular charge-account facilities. 18 

(6) Much of the credit utilized when goods are purchased on the in¬ 
stallment plan is provided by finance companies with whom retailers deal. 
Finance companies are especially important in providing credit for auto¬ 
mobiles and household appliances. 14 

This separation of credit from other retail f unctions has advantages. The 
cost of financing is separated from other costs and, to a greater extent, is 
charged only to those using it The development of business enterprises 
specializing in the rather complex problem of installment credit holds pos¬ 
sibilities of greater efficiency and lowered costs. 

When the finance company provides the credit, the necessary papers are 
somewhat more involved than when a retailer holds the contract. In the 
latter case, all that is needed is a simple document providing for retention 
of title and payraents.to be made. 

(7) The Federal Government, through the Electric Home and Farm 

12 A. H. Hert, ‘‘Chaige Accounts of Retail Merchants,” Annals Am Acad., vol ig6 

(1938, Mar.), 115. 

19 Retail Credit Survey 1938, U. S. Bur For. and Dom. Com., Dom Com Senes no. 109, 

* 939 * P- 16. 

14 See W. C. Plummer and R. A. Young, Sales Finance Companies and Their Credit Prac~ 

tices, Nat Bur. of Earn. Res^ Studies in Consumer Instalment Financing, no. a, 1940. 
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Authority, in 1934 began providing consumer credit for the purchase of 
electrical appliances. The Authority 

was to provide instalment financing of electrical appliance purchases on a fairly 
liberal basis—small down payments, maturities longer than usual, and low time 
payment charges—compared with terms generally available to consumer in¬ 
stalment buyers at that time. The financing services were available only to 
purchasers who bought their electricity from utility companies which charged 
electrical rates acceptable to the Authority. . . . Purchases, limited to appliances 
certified as to quality by public or private testing agencies, were to be financed 
by E.H.F.A. through authorized dealers. 1 ® 

At the end of the 1937-38 year there were contracts for $6.7 millions out¬ 
standing. “By June 30, 1938 the Authority had purchased contracts for 
customers who lived in 29 States. They were drawn mostly from small and 
middle-sized cities.” 16 

The Federal Government also has an important place in housing loans, 
especially for housing improvement. 


Credit Costs 

Data on credit costs like those on other marketing costs arc far from ade¬ 
quate. Studies do, however, show wide differences among stores. 17 

Credit costs are of various kinds. For a retail store the extra clerical costs 
necessary in recording sales, sending out bills, and noting payment, in con¬ 
trast with those necessary in receiving cash, and giving change and receipts 
at the time of purchase, are probably the most difficult of all to determine. 
In addition, there are costs of credit investigation, loss from bad debts, and 
interest on credit extended. 

Credit costs vary considerably with type of product sold and from time 
to time. The cost of installment credit is obviously higher in that bad-debt 
losses are greater and credit is outstanding longer. (See Table 47.) 

Overdue charge accounts add greatly to costs. Considerable expense is 
often incurred in attempting to collect them. In a special study made by the 
U. S. Bureau of Foreign and Domestic Commerce, retail creditors reported 
that, of the amount that they expected to collect, 12 per cent would be spent 
in collection costs. For debts that were delinquent six months or more they 
expected to collect only 68 per cent. 18 Those who pay their bills promptly 

15 J. D. Coppock, Government Agencies of Consumer Instalment Credit,, Nat. Bur. Econ. 
Res., 1940, p. 94. 

16 Ibid ., p. 127. 

17 In a study of grocery stores it was found that credit losses in some were less than 0.5 
per cent. In others, which the investigators considered were doomed to fail, the losses ran 
as high as 37 per cent See U. S. Bur. of For. and Dom. Com., Trade Inf., Bui. 627 (1929). 

18 Consumer Debt Study, Market Series, no. 2 (1935). 
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Table 47: The Average Number of Days Accounts Are Outstanding, and B ad Debts as 
Percentage of Credit Sales, by Type of Credit 1934 and 1938 * 



AVERAGE NUMBER OF DAYS 

ACCOUNTS WERE OUTSTANDING 

percentage bad debts are 

OF CREDIT SALES 

TYPE OF STORE 

Open credit 

Installment 

credit 

Open credit 

Installment 

credit 


*934 

ms 

1934 

1938* 

1934 

1938 

1934 

1938 

Automobile 

44 

37 

145 

263 

0.9 

0.6 

0.5 

0.4 

Automobile tire & accessory 

51 

53 

159 

103 

ta 

X.2 

3-2 

4.4 

Coal, fuel, oil and wood 

66 

55 

— 

17* 

3-4 

0.5 

0.8 

0.7 

Hardware 

67 

60 

330 

^54 

2.X 

0.7 

6.0 

1.4 

Heating and plumbing 

65 

5 i 



0.7 

0.5 

2.9 

0.0 

Lumber and building material 66 

63 

169 

268 

*•7 

0.7 

4-7 

2.5 

Department 

68 

65 

188 

190 

0.6 

0.3 

1.0 

X.I 

Furniture 

xo6 

67 

252 

300 

1-4 

o.r 

3-9 

1.5 

Household appliances 

5 i 

5 i 

23 6 

385 

0.9 

1-4 

3-4 

3-6 

Men's clothing 

81 

76 

139 

99 

1-3 

0.7 

5-6 

2.4 

Shoe 

e. 

64 


— 

1-3 

0.3 

— 


Women’s specialty 

77 

72 

103 

124 

0.7 

0-3 

1-4 

2.2 

Jewelry 

68 

61 

203 

234 

0.8 

0.4 

4*9 

4-2 

Grocery 

46 

4 * 

— 

— 

0.9 

0.4 

— 

— 

Total 

69 

63 

2x0 

234 

IjO 

0.4 

2.4 

1-5 


• Retail Credit Survey rgjy, Bur. For. and Dom. Com., Dom. Com. Ser., no. 95, pp. ii, 
12 and 16; and Retail Credit Survey 19$, no. 109, pp. 16, 20 and 24. 

•“Average rate of turnover.” This is less than the average days that accounts are out¬ 
standing. For example, m 1938 average automobile installment contract ran 16 Vi months 
and those of household appliances more than two years. 


help to carry the accounts of others. Overdue accounts were lower in 1935 
than in 1934, and lower in 1936 than in 1935. Phelps believes that slow- 
paying accounts are largely responsible for high costs of charge accounts. 1 * 


Some Defects of Consumer Credit 

Defects likely to be noted in consumer credit depend largely on the ap¬ 
praiser’s point of view. The financial expert concerned with its relation to 
total spending power feels that it has not been satisfactorily regulated with 
respect to inflation and deflation. 

Retailers see defects in consumer credit in so far as it brings them high 
costs which they find it difficult to pass along in high prices. 

Individual families object to credit practices that involve them in debts 

19 C* w - Phelps, The Ten Hidden Lasses in Slow Charge Accounts, Household Finance 
Corp„ 1937. 
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which they cannot meet and charges that are excessive for services rendered, 
to frequent inability to get a cash discount and the failure to discriminate 
between those who do and those who do not pay bills promptly. 

Some retail stores, to be sure, do give cash discounts as high as 10 per cent 
and somewhat similar discounts for the prompt payment of bills. The 
Strawbridge & Clothier store in Philadelphia as a means of encouraging 
prompt payment give 2 per cent off for cash, 1 per cent off for all bills paid in 
thirty days. In addition they charge 1 per cent a month on all bills that run 
over 60 days. 20 

Some families may complain that liberal retail credit is responsible for 
their financial difficulty, that even when hopelessly involved they are en¬ 
couraged to increase their debt. 21 

The economist, interested in the efficient performance of an important 
marketing function, points to excess credit granted because of failure to 
give cash discount; the use of liberal credit as a competitive device to at¬ 
tract patronage with resulting indifference to families* ability to pay; the 
deceptive practices and aggressive selling that accompanies some install¬ 
ment selling. 

Installment credit is more frequently criticized than charge accounts. 
The chapter which follows is devoted to it. 

Some Regulations Affecting Volume of Consumer Credit 

The war brought a marked expansion in spending power and with it 
the danger of inflation. This danger increased with the sharp curtailment 
in civilian supply which occurred in 1942. Regulation of installment credit 
for consumers was initiated in September 1941. Rules established at that time 
included the following: 22 For a $ 150-electric refrigerator a minimum cash 
down payment of 20 per cent is required with a maximum of 18 months 
to pay. Old merchandise traded in is not considered part of the down pay¬ 
ment except in the case of cars. A 15 per cent down payment is required 
on furnaces and similar things and 10 per cent down on furniture. Cash 
loans are also subject to an 18-month limit if they are under $1,000; and it 
is not legal to borrow froih a cash lender to make a down payment. There 
are no rules applying to charge accounts. A Certificate of Necessity makes 
it possible to ignore these regulations. 

The regulations may be changed at any time by action of the majority 
of the Board of Governors of the Federal Reserve System. 

20 Richard Waldo, News Behind the News for Consumers, Consumers Radio Series, Lecture 
no. 9, June 25, 1935, Univ. o£ Chicago Press. 

21 See, for example, J. H. Cover, “Consumer Credit and Individual Bankruptcy,” Annals 
Am. Acad., vol. 196 (1938, Mar.), 86. 

22 Fed. Reserve Bui . 27 (1941, Sept), 825-36. In March, 1942, restrictions were increased 
somewhat. 
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Credit was further restricted in May, 1942. The following were among 
the changes made:- 3 

( 1 ) The list of consumer goods to which the credit restriction applied was 
extended to include certain automobile accessories, all household electrical 
appliances, used furniture, non-military clothing including shoes and hats. 

(2) The payment period was limited to 12 months and the down pay¬ 
ment was increased to 33* ?, per cent. A somewhat longer period and smaller 
down payment was permitted for automobiles and furniture. 

(3 The regulation was broadened to apply to charge accounts related to 
the sale of the articles specified and to single payment consumer loans. In 
the case of charge accounts “unless payment is made by the tenth day of 
the second calendar month following the purchase, no further credit may 
be extended to purchase any listed article until the items in default have 
been paid in full or have been placed on an installment basis for payment 
within 6 months.” 

Hope has been expressed that by limiting credit in this way it would be 
possible (1) to aid in curbing unwarranted price advances and profiteer- 
ing; (2) to assist in checking inflationary tendencies, to support supple¬ 
mental taxation imposed to restrain general price increase, and to promote 
accumulation of savings available for financing defense program; (3) to 
aid in creating a backlog of demand for consumers’ durable goods that will 
increase the demand for these later. 

It seems highly probable that the timid steps taken by restrictions im¬ 
posed on installment credit will contribute little to these ends. The quantity 
of durable consumer goods purchased in the emergency period is going to 
be determined by priorities and not by consumer spending power. Con¬ 
sumers in any case will buy all that are produced. The slight restriction on 
spending power will do little to check price advances; combined with other 
more effective measures they may make a little contribution. 

Store Policy with Respect to Charge Accounts 

Joint action of retailers has an important place in determining their credit 
policy. The National Retail Credit Association includes in its membership 
local bureaus in most communities in the United States. These are main¬ 
tained by local merchants to keep a file of the credit ratings of families and 
individual consumers. This credit rating is based upon reputation for pay¬ 
ment of bills with reasonable promptness, ability to earn an adequate liv¬ 
ing, and reputation for personal integrity. 

Some people feel that local merchants cooperating with such a bureau 
could, in many cases, gready improve the use of charge accounts. One pro- 

** See federal Reserve Bulletin , May, 1942, pp. 399-409. 
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gram proposes that all charge customers be carefully investigated and given 
credit limits, that those slow to pay be suspended promptly and firmly until 
credit is paid up, and that help be given to delinquents to show them how 
to pay their debts.- 4 Policies in these matters need to be unified for a city. 
An agreement exists, for example, among store executives in Cincinnati to 
start collection procedure at the end of the second month and to suspend 
accounts delinquent for four months. 

Because families can buy at many stores, credit limits established for a 
family by any one store may have little effect. There are some who feel 
that: 

The most effective control of losses will com* through a break with the tradi¬ 
tional method, when the business man will divorce the banking function from 
the merchandising function, and will turn o\er the extension of credit to credit 
specialists. . . . Centralized credit institutions which will both assemble credit 
information and act as the consumer’s banker will be the most effective instru¬ 
ments for preventing the overloading of families and for reducing the cost of 
retail distribution . 23 

Retailers then will more fully compete on the basis of quality and price. 

24 C. W. Phelps, A Controlled Credit Policy, Household Finance Corp, 1936. 

25 M. R. Ncifcld, “What Consumer Credit Is.” Annals Am. Acad., \*ol. 196 (1938, Mar.), 
73. See also F. Parker, “Pay as You Use Idea,” ibid., p. 60. 



CHAPTER XIX 

SOME ASPECTS OF INSTALLMENT CREDIT 

Installment credit calls for additional discussion because some abuses are 
peculiar to it, aggressive selling is often more pronounced, the seller-buyer 
relationship involves the use of a contract, the type of security in many cases 
rests on the right of repossession. 

The Pros and Cons of Installment Plan 

The rapid expansion of installment credit since 1920 has had a varied 
reception. From some it has received overflowing praise.-In this group are 
automobile and equipment companies who find it especially useful in the 
sale of their commodities. It has been denounced by others as a pernicious 
system leading to bankruptcy of families, extravagance, and depletion of 
family savings. It has been charged with causing inflation and promoting 
the 1927-1929 prosperity boom which paved the way for disastrous depres¬ 
sion. Some people hold that it causes the nation as a whole to live beyond 
its means, and to spend funds for consumption purposes which should be 
serving to provide capital goods whereby productive efficiency might be 
increased. Any justification or condemnation of installment credit must 
consider its importance to consumers. If freedom of choice is to prevail, 
then installment credit should be available, as are other goods and services, 
when and where the consumer is willing to pay the cost of this service. 

What can be said in favor of installment buying? Some people cannot 
get open-book credit. For them installment credit makes it possible with 
a small down payment to have the commodity at once, instead of waiting 
until sufficient cash has been accumulated for full payment. The higher 
the purchase price the more important this advantage may appear. Instead 
of saving in anticipation of future use, paying and using go hand in hand. 
It permits a temporary expansion in purchasing power by drawing on 
future income for present expenditure. But the total amount of goods pro¬ 
curable, over a longer stretch of time, is not increased. For this to occur, 
income must grow, or prices must shrink. Some people claim that install¬ 
ment purchasing spurs workers on to greater endeavor so that additional 
funds are thus made available with which to meet financial obligations. Iso¬ 
lated cases to support such a thesis doubtless exist. Credit, in so far as it 
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increases the amount to be paid for a commodity, actually decreases the 
quantity of goods that a given income will buy. 

For some goods, installment buying, as a long-run influence, may bring 
lower prices. There seems to be some evidence that it has been a factor in 
bringing about the rapid expansion in the purchase of automobiles and 
radios. Both of these appear to be manufactured under conditions of de¬ 
creasing cost. If installment buying leads to larger volume, and this in turn 
to lower costs and lower prices, then installment buying may rightly be 
given the credit for lowering prices to consumers. 

Other advantages of installment buying to consumers are sometimes 
claimed: (1) that installment buying encourages thrift and budgeting by 
requiring payments at a definite time, (2) that saving occurs since people, 
because of it, are buying more durable goods. Credit of any kind increases 
the need for budgeting, and thrift is promoted by a careful study of ex¬ 
penditures and the regular setting aside of certain sums. But that install¬ 
ment buying actually promotes these, in any important measure, is a claim 
not at all likely to find wide acceptance. 1 

Nor is the purchase of durable goods necessarily the best form of sav¬ 
ings. Some people also claim that installment buying makes people more 
rational in their choices, by which they presumably mean that it promotes 
a more balanced standard of living. Any claim for this lies in the fact that 
it puts expensive, durable goods more on a par than otherwise with in¬ 
expensive goods, many of which are ephemeral in character. Because goods 
involving large payments can be secured prior to the accumulation of 
necessary funds it seems likely that installment credit does affect consumer 
choice, but our ideas about a balanced standard of living are still very 
vague. Who is to say that a larger volume of vacuum cleaners, radios, etc., 
is of greater importance than more frequent visits to the theater or choicer 
menus? The claim that installment buying makes for a more balanced 
standard of living comes very largely from sellers whose goods are com¬ 
monly purchased in this way. It would seem, however, that the simple fact 
that consumers appear to want installment credit, and find it useful to their 
purposes, is sufficient justification for its existence, quite apart from other 
advantages attributed to it. 

Instalment Credit for What Goods? 

To agree that installment credit has its place in retail buying is not to 
recommend it without reserve for all goods. Some people hold that its use 
should be restricted to articles high in price. Because quite a period of sav- 

1 Arguments of this sort are usually called forth by the effort to show that installment 
credit does not disrupt family finance, rather than presented as a reason why installment 
credit is desirable. 
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ing would be necessary in order to purchase these, the need for installment 
credit is probably greater than in the case of relatively low-priced commodi¬ 
ties. Other people would go further and maintain that the use of installment 
credit should be restricted to necessities and withheld from the sale of lux¬ 
uries. They reason, thus: For necessities the buyer is likely to continue pay¬ 
ment if and when hard times come. (This argument would of course hold 
only for goods with repossession value.) Thus the risk to the lender is less 
than otherwise. But who is to say what are necessities and what are lux¬ 
uries? If there is more likelihood of default on some goods than on others, 
charges for credit should be arranged accordingly. Beyond this no general 
rule seems feasible. 

Another general rule is at times laid down, that installment purchasing 
should be permitted only for goods having resale value, and which would 
still be in relatively good condition when final payment is made. If this is 
done the goods provide security for the unpaid balance. This ruling would 
eliminate from installment selling cosmetics and also many types of cloth¬ 
ing which after a single wearing have little resale value. 

Rules of this sort serve to emphasize the fact that installment credit costs 
are higher for some goods than for others, but they are primarily designed 
to ensure safety of lenders 1 funds, not service to consumers. Another rule 
might be followed: Provide credit where it appears to be wanted, arrange 
charges so that they cover the costs tor the particular thing sold, and let 
consumers decide if the credit service is worth what it costs. If this is done 
the problem of determining what should or should not be sold on credit 
may solve itself. 


Security of Installment Credit 

Installment sales are usually made under a conditional sales agreement. 
The buyer, although securing possession and use of the goods immediately, 
does not secure title until the final payment is made. Goods may be sold 
under what is called bailment lease, by which the title also rests with the 
seller. The lessee pays so-called rent for a period of time. At the end of the 
rental period he has the option of obtaining tide on payment of a nominal 
sum. Unless there are specific laws governing repossession under the con¬ 
ditional sales agreement and bailment lease (which is very similar to the 
hire-purchase plan used in Great Britain), the seller can, without restric¬ 
tion, repossess the article. The buyer cannot demand an accounting nor is 
he entitled to any refund on payments made. He is, at times, given the right 
to redeem the commodity but may have to pay a repossession and storage 
fee, the size of which, at the present time, is often not regulated or limited 
in any way. 
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Instead of the conditional sale or bailment lease, a chattel mortgage may 
be taken on the car or other commodity being sold* Rules regarding the 
recording of a chattel mortgage are usually more stringent than those for 
conditional sales; recording fees are often higher, and repossession some¬ 
what more involved. As a result the chattel mortgage is not usually favored 
by those providing installment credit. In some States the law forbids the 
conditional sale contract, or does not recognize it as being different from a 
chattel mortgage. In other cases there are separate rules for chattel mort¬ 
gages and conditional sales. Under any of these forms the contract restricts 
the buyer’s use, encumbrance, and sale of the commodity, and supports the 
creditor’s claim in case of default of payment. 2 

In some cases, especially where no down payment is made, a chattel 
mortgage on other goods may be taken. Thus when a second-hand car is 
purchased, a chattel mortgage may be taken on furniture. Wage assign¬ 
ments are sometimes taken as security for the debt, in which case the seller 
may collect directly from the employer if payment is not made at the speci¬ 
fied time. Wage assignments may have rather disastrous consequences. 
They are often more successful than other methods in extracting the last 
dollar on a debt. An employee, who by chance has committed himself to 
pay in this way, even if unknowingly, will usually pay rather than face the 
possibility of a wage assignment going to his employer. Greene states: 

Whenever notices of an assignment are served, many employers have promptly 
discharged their employees without investigating the circumstances connected 
with the cases. They resent being compelled, without their knowledge and 
consent, to pay a third party one-quarter of an employee s weekly wages . 3 

If installment payments are defaulted the creditor may garnishee the 
debtor’s wage. 4 To do this the creditor must get a court judgment. 

The add-on contract is one of the tricks used by some sellers to increase 
the security of the credit granted: 

A case in point is of a buyer who contracted to pay $1,000 for some furniture. 
When the amount due was paid the dealer induced the customer to buy a $100 
radio. Before the radio was paid for the buyer lost his position and was unable 
to continue the instalments. The buyer claimed that, unknown to him, the 

2 The purchaser does not have the right of sale, nor of giving a lien against the goods. 
An automobile, for example, may not be used for hire, for taxi service, or for occupation 
involving a violation of the law. 

8 E, L. Greene, “Better Business Bureau Activities," Law and Contemporary Problems , 
vol. II (1935, April), 256. See also R. Nugent et al., Wage Executions for Debt , U. S. Bur. 
of Lab. StaL, Bui. 622 (1936). 

4 There is at present a tendency to restrict the creditor’s right in this matter. For example, 
in Wisconsin debtors earning less than $2,400 a year may apply to a district court and get 
protection from garnishment action for a period of two years. The court supervises the 
paying of his bills and sees that he is allowed enough of his earnings to feed and otherwise 
care for dependents. The legislation was enacted in 1937* 
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purchase of the radio was placed in the same account as his paid-up furniture, 
and for failing to meet instalments on his radio, he was threatened with the 
loss of his household furniture as well as his radio- 5 

The creditor facets the possibility that the buyer will default payment or 
that through theft, fire, damage, or removal, his claim on the commodity 
will become valueless. 6 Care and constant supervision on the part of those 
granting credit greatly minimize such risks. In case of such loss the buyer 
is still held responsible for the unpaid balance. 

Installment credit is being based to an increasing extent on credit investi¬ 
gation. Many commodities sold on installment plans have little or no re¬ 
possession value. Furniture stores, for example, do not consider repossession 
value to be important. 7 Furthermore, collection costs in case of default are 
high so those financing companies and sellers attempting to attract business 
through low charges use investigation as a means of keeping down losses. 
However, since the amount involved in many purchases is small, the investi¬ 
gation is often a rather simple, inexpensive and routine affair. Sellers differ 
greatly in their willingness to take a chance of payment being made. 

Security, whether the commodity has or has not repossession value, is 
much affected by the size of the down payment. This varies a great deal. 
Sometimes no down payment is required. With automobiles a minimum 
of one-third down is however a common practice. A large down payment 
results in a smaller loan, and because of a larger equity a greater effort tends 
to be put forth by the buyer to meet ensuing payments. Moreover the large 
down payment checks reckless buying on the part of those who live almost 
wholly in the present, concerning themselves little with future obligations. 
The larger the down payment the more saving must precede purchase, and 

5 E. L. Greene, “Business Bureau Activities in Aid of the Time Purchaser/* Law and 
Contemporary Problems, voL II (1935, April), 255. 

* There are now statutes in every State for the recording of chattel mortgages and in most 
States for the recording or filing of a bailment lease or conditional sale. This establishes the 
claim of the seller or finance company. Furthermore it protects a third party who might 
purchase the car, or give a loan taking a lien on the car as security. The mobility of chattels 
and goods sold on conditional sale makes a system of local recording very ineffective. If the 
unpaid balance is relatively small the creditor often does not register a conditional sale. He 
may find it less expensive to set up reserves against losses likely to be incurred. Adel son 
discusses the respective claims of the initial creditor and those of the sub-purchasers or lenders. 
He is of the opinion that “The certificate of tide system, [for cars] if uniformly adopted 
throughout the United States, with provision for recording the lien or encumbrance on the 
certificate to be retained by the seller (or finance company) until payment, would constitute 
an easy method whereby prospective sub-purchasers or creditors could ascertain imm ediat ely 
whether the possessor’s title was unencumbered/’ This would be effective only if all encum¬ 
brances were actually listed. See “The Mechanics of the Installment Credit Sale/* Law and 
Contemporary Problems, vol. II (1935, April), 243. In some States liens of landlords and 
garage owners and mechanics have priority claims over those of the holder of chattel mortgage 
or lender in a conditional sale. Certain fraudulent practices with respect to these have to be 
guarded against 

7 U. S. Bur. of For. and Dom. Com., Dotn. Com. Series no. 109, p. 25. 
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the more aware the purchaser is thus made of costs involved. In addition, 
the total amount to be paid later is smaller. This decreases the length of 
time over which payments must be made, or decreases the size of separate 
payments. There is thus less likelihood that payments will not be met as 
contracted. 


Time and Extent of Defaulting 

A systematic study has been made of defaulting of installment contracts 
held by sales finance companies. 

According to the experience of one large company, approximately one out of 
every twenty retail automobile contracts is adjusted or refinanced, and in de¬ 
pression years one out of every five to eight. . . . 

About three-fifths of the cases of excessive delinquency in automobile trans¬ 
actions eventuate in repossession, this solution occurring three or seven times 
more frequendy among used-car than among new-car transactions.® 

About half of new-car and seven out of ten used-car repossessions occur be¬ 
fore four payments are made. 8 9 

For both new and used cars it [repossession ratio] declines sharply and con- 
sistendy as down payment increases—being average or higher than average 
unless down payment is more than 40 per cent of cash selling price .... 

It appears that about one-half of all automobile repossessions are due to finan¬ 
cial or personal reverses suffered by the purchaser, and that nearly one-third 
befall consumers who overestimated their ability to pay, or found car upkeep 
too high for their income. Most of the remainder appear to be caused by breach 
of contract on the part of the consumer. 10 

The repossession ratio of household appliances appears to be related to 
the purchaser’s income: 

The repossession ratio is roughly twice as high when the monthly payment 
is 5 to 10 per cent of the monthly income as it is when the payment is less than 5 
per cent. 

In addition. 

The repossession ratio decreases markedly as down payment increases; this 
tendency appears to be irrespective of contract length, amount of note, type of 
appliance financed or purchaser’s income. 

Appliance repossessions, like those for automobiles, tend to concentrate in the 
early months of the loan. 11 

8 W. C. Plummer and R. A. Young, Sales Finance Companies and Their Credit Practices 
Nat. Bur. Econ. Res., Studies in Consumer Instalment Financing, no. 2, 1940, p. n. 
See also D. Durand, Risk Elements tn Consumer Instalment Financing, Nat. Bur. Econ. Res., 
Studies in Consumer Instalment Financing, no. 8, 1941, p. 4. 

* Ibid., p. 15. 

10 Ibid., p. 16. 

11 Ibid., p. 17. 
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Seller’s Repossession" Right 

Not all defaults lead to repossession even though it is legally possible. 
Extension of time may be given. Payments may be postponed or spread out 
over a longer period of time. A few companies, however, are only too eager 
to take advantage of their legal right to repossess. It seems likely, though, 
that in the majority of repossession cases the purchaser is chronically in 
default, and shows no prospect, even in the remote future, of being able or 
willing to pay. 

Car contracts, for example, may provide in case of default that: 12 

The seller or his representative may take possession of said car, and all equip¬ 
ment, accessories or repairs thereon, which shall be considered a component 
part thereof, wherever it is found, and may enter any premises therefor without 
notice or demand to Purchaser and without legal processs, and Purchaser waives 
all claims for damages caused thereby. 

Furniture may be taken from homes and cars from the street where they 
are parked. In some States, however, repossession must not occur unless 
prior payments, minus a reasonable amount for use and damage, are re¬ 
turned to the purchaser. 

Claims of the creditor and the purchaser depend on type of agreement. 
Terms of chattel mortgages and conditional sales contracts, for example, 
differ. With a chattel mortgage the purchaser has the right to redeem the 
repossessed goods by paying the sum in default. If this is not done the goods 
can be sold and the proceeds applied to the unpaid balance plus “cost” of 
repossession and resale. If there is a surplus over and above these costs it 
goes to the purchaser. If, however, the proceeds from the sale were insuffi¬ 
cient to cover the unpaid balance plus the costs, the purchaser is liable for 
any deficiency. 

The law pertaining to conditional sales differs from State to State. The 
purchaser often has no legal right to redemption although the firm repos¬ 
sessing the commodity may permit it 13 In some cases, if the creditor de¬ 
cides to repossess he may do so; but by so doing he loses all right to sue the 
buyer for the unpaid balance. Thus he is likely to repossess only if the value 
of the commodity is as great or greater than the unpaid balance. But if the 
seller or the person extending the credit decides to sue then he cannot re¬ 
possess. This decision, which must be made by the creditor, is described as 
“election of remedies.” 

12 M. W. Adelson, “The Mechanics of the Instalment Credit Sale,” Law and Contem¬ 
porary Problems, vol. II (1935, April), 235. 

18 In which case, unless there is a law to the contrary, the purchaser may be required to 
pay at once cost of repossession and storage and not only the delinquent payments but all the 
outstanding balance. This is not usual, and companies seeking “to play fair” frnd to hold 
to this requirement only if the credit standing of the purchaser rates very low. 
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Much dissatisfaction has in many places arisen over the law as it relates 
to repossession in conditional sales. It has led to judicial action and statutes 
which have tended to make more uniform the chattel mortgage and the 
conditional sales agreement. 


Uniform Conditional Sales Act 

The Uniform Conditional Sales Act, which has been passed in several 
States, requires that the seller or the finance company must give the pur¬ 
chaser or borrower ten days in which to redeem the repossessed goods. This 
can be done by the payment of the amount due under the contract, at the 
time of retaking, plus the interest and cost of storage and repossession. 
Then the purchaser is to continue payment as if no default had occurred. 14 
In case the goods are not redeemed, resale at public auction is required if 
the purchaser has paid more than 50 per cent of the purchase price. Ex¬ 
perience with resale has shown that where less than 50 per cent is paid m, 
the requirement of resale is a useless, expensive formality. Resale, though 
not required, may occur, however, at the request of the brner or because 
the seller or finance company may wish to sue for deficiency, threatening 
to bring, or actually bringing judgment through the courts for unpaid bal¬ 
ance. 15 


Rights of Borrowers and Lenders 

In many States modification of the law relating to seller’s and lender’s 
rights as opposed to purchaser’s is needed. A complete elimination of con¬ 
flict and friction can scarcely be hoped for. In weighing opposing rights 
who should be favored, the seller or the buyer? It must be recognized that 
buyers as a whole may derive some benefit from laws which protect sellers’ 
security. The fact that repossessions are relatively few and that bad-debt 
losses are relatively small is partly the result of the security which the law 
provides for the seller’s claim on the goods and his right to collect any de¬ 
ficiency. The lower the risk of loss to the seller the lower is the cost and 
hence the lower tends to be the charge made for this type of credit. On the 

14 Statutes and court decisions in a number of States have recognized the right of redemp¬ 
tion. These frequently have removed the requirement that in event of default the full amount 
of the debt must be paid. 

15 Even where the Uniform Conditional Sales Act is not the law, contracts may contain 
an agreement whereby the repossessed goods are to be sold and the proceeds from the sale 
(in excess of the unpaid balance and the costs of repossessing and resale) shall be returned 
to the purchaser. When this occurs the contract is likely to contain a clause that the purchaser 
shall meet any deficiency if the proceeds of the sale are not adequate to cover unpaid balance 
and costs. In this way the creditor in case of default is not forced to elect the method he 
wishes to use, namely, repossessing or suing. 
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other hand, it is necessary to protect the buyers from exploitation, espe¬ 
cially by unscrupulous lenders and sellers. 

A comparison of the ability of the two groups to protect themselves leads 
to the conclusion that the law should lean toward protecting the buyer. He 
is usually more ignorant and less well-informed than the seller. The legal 
support given to the seller’s claims is directly responsible for much aggres¬ 
sive selling. If the seller were not given so much legal support in collection 
he would be more careful in making sales. For example, if the claims of 
creditors were limited to commodities which were being financed, and they 
were required to give an accounting and return to purchasers any surplus 
over unpaid balance and costs, aggressive selling should decline. A larger 
down payment would be required and there would be less misrepresenta¬ 
tion in regard to price. Exceptions would have to be allowed, however, if the 
commodity had been lost, destroyed, or damaged in any way while in pos¬ 
session of the purchaser. Licensed small loan companies granting cash loans 
to consumers are not permitted in many States to accept a wage assignment 
as security. Nor are they allowed to garnishee a borrower’s wage in order 
to enforce collection. To protect the security of their loans they must resort 
to other means. 

Some people advise very great changes. For example, Blackburn, Direc¬ 
tor of Research of the Household Finance Corporation, in discussing rela¬ 
tive rights of borrowers and lenders says: 

Heretofore, attention has been centered upon the collection process. Creditors 
have secured legislation providing rigid enforcement of contracts, wage assign¬ 
ments, garnishments, repossessions, deficiency judgments, collection of attorney’s 
fees, court costs, and so forth. Debtors have fought back, seeking relief from 
harsh methods, obtaining exemptions and improving bankruptcy procedure. 
Much of this grief could be eliminated by regulating the granting of credit in 
the first place. Collection agencies and civil courts are clogged with collections 
on debts that never should have been contracted. Employers are becoming 
weary of answering credit inquiries and having to assist debt-burdened em¬ 
ployees. The extent to which families are depriving themselves of nutritious 
food, warm clothing, and medical attention in order to make payments on 
installment purchases, can only be imagined. 16 

Blackburn feels that credit granted a consumer should be based on his 
capacity and intent to pay. This he considers is best determined by a central 
bureau, since careful investigation by separate sellers is very expensive, and 
would entail needless duplication. “The state, he feels, should license and 
supervise qualified credit consultants who would assist applicants in mak¬ 
ing application and certify . . . proof of capacity.” 

16 Burr Blackburn, “Can We Avoid Consumer Credit Indigestion?” 1941 Consumer Credit 
Symposium, p. 160. 
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He goes on to propose a “new legal philosophy”: 

“It would set up the principle of law that if the creditor has not required 
the customer to submit verified evidence upon which to base his judgment, 
such a creditor is a dangerous hazard on the highway of spending and the 
law should punish him as well as make uncollectable any credit so care¬ 
lessly granted. This would not permit the creditor to accept the applicant’s 
word and attempt to put the blame on the applicant for fraudulent mis¬ 
representation. It would mean that the creditor would be under obligation 
to prove his investigation had required the applicant to submit proof of 
his credit capacity and proof in support of it.” 17 Such a move, he believes, 
is immeasurably better than allowing sellers to encourage families to incur 
debts which no reasonable person could expect them to pay and have social 
agencies continue to “operate the ambulance at the bottom of the cliff.” 

Some Defaulting Purchasers 

The dilemma of the defaulting purchaser depends on the size of his 
debts, the size and regularity of his income, the practice, policies, and legal 
claims of his creditors. A very extreme picture is provided by cases coming 
before the Conciliation Division of the Common Pleas Court established 
in Detroit in 1932. Actions pending, or actions in which judgment had 
been granted, could be transferred to the Division, which was authorized to 
arrange partial payments or to prohibit the issuance of any garnishment or 
attachment while the debtor lived up to his contract. 18 Within approxi¬ 
mately two years, 22,500 claims had been entered in the Division and pay¬ 
ments were being made through courts on 5,000 current accounts. Payments 
were usually fixed at 10 per cent of a debtor’s wages. If the debtor was laid 
off his payments were suspended; when he went back to work he was rein¬ 
stated. Half of the cases handled by the Conciliation Division involved 
installment purchase contracts. Of the plaintiffs holding installment con¬ 
tracts, jewelers and clothing companies were the most numerous. Automo¬ 
bile finance companies, furniture stores, and radio shops were next in 
order. 

The individual cases reported by Risk, in Law and Contemporary Prob¬ 
lems, in an extreme and exaggerated way, illustrate the complications and 
hazards to famil y finance created by installment purchasing. Two things, 
are outstanding, first the insecurity of income, and second the weakness of 
consumers in succumbing to sales talk, their apparent inability to live within 
their income, irresponsibility or lack of foresight, continuing optimism. 

17 Ibid., p. 168. 

See Rolf Nugent, “Devices for Liquidating Small Claims in Detroit,” Law and Con¬ 
temporary Problems, voL II (1935, April), 259-68. 



308 CONSUMERS AND THE MARKET 

concerning the future, ignorance concerning quality of goods and prices in 
various stores, lack of knowledge concerning their legal rights, carelessness 
in requiring and caring for receipts. Very conspicuous also were the mis¬ 
representation of the seller and his willingness to exploit consumer ig¬ 
norance. Nugent writes; 19 

The Court frequently discovered that constables had made fraudulent proof of 
summons and that debtors were not aware of suits against them until their 
wages were garnished. Tricks to secure ]udgment in default were not uncom¬ 
mon Frequently defendants, upon whom service had been made, were led to 
believe that repossession cancelled the obligation, and deficiency judgments 
were then taken by default and garnishment orders executed. High attorney’s 
fees occasionally were added to judgments for very small sums. Some creditors 
attempted to collect “locating charges," excessive court costs, and excessive 
interest charges on delinquent balances. Repossession and sales of repossessed 
goods were frequently abusive. 

The cases in such a court are of course extreme. Complete records of 
family situations were secured only when their circumstances were such 
as to involve extreme difficulty in collecting debts. In addition, Michigan 
is far from typical of the States in that its garnishment law is very severe. It 
permits a creditor to attach 70 per cent of a debtor’s wages if he is single 
and 40 per cent if he is married, but not more than $30 and not less than 
$10 of a married man’s current biweekly wages are exempt. In other words 
a deficiency judgment might lead to a garnishment order that would take 
from a married man all his wages except $5 a week. 

Another study examined the records of those clients of a social agency 
“who showed serious debt involvement.” No startling conclusions were re¬ 
vealed. 

It was apparent that three factors operate which cannot be disregarded 
by the profession—the low incomes of the indebted families that made supple¬ 
mentation by some means or other often necessary; the ignorance of household 
planning and management that made the appeal of luxuries irresistible; and the 
unethical appeal and high interest rates of credit houses that made economic 
disaster certain for many gullible patrons. 20 

One hardly feels in these cases that he can agree with Schopenhauer who, 
in Wisdom of Life , says 

Money is never spent to such advantage as when you are cheated of it, for at 
one stroke you have purchased wisdom. 

p. 266. 

20 E M. Martin, Some Social and Psychological Aspects of Consumer Credit , Smith College 
Studies and Social Work, vol. IX, Dec. 1938, pp. 99-127. See also E. E. Eubank, “A Case 
Study of the Effects of Consumer Credit upon the Family," Annuls Am. Acad^ vol. 196 (1938, 
Mar.), 211-20. 
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Other Abuses of Installment Credit 

Cash selling is not free from abuses; but such abuses are confined largely 
to misrepresentation of quality and weight and to attempts to confuse the 
buyer concerning price, making him think it is low in contrast with other 
places where he might buy. The installment method opens the way for 
other abuses: deliberate misrepresentation as to size of future payments, 
charge for credit, or buyer's rights in cases of default. Repossession practices 
are often far from ethical, and their legal regulation involves technical points 
very confusing to the average citizen. A person may unwittingly find him¬ 
self committed to the purchase of a commodity when he thought that he 
was only in a rather remote way toying with the idea of buying it. To en¬ 
tice the buyer into purchasing, the down payment may be very small, in 
fact at times no down payment at all is required. 

Misrepresentation, trickery, and intent to deceive on the part of the seller, 
plus ignorance, haste, carelessness, credulity on the part of the buyer are 
responsible for such cases. After a “verbal” agreement, blank contracts are 
signed, or a contract is not read before being signed; the buyer takes the 
seller’s word as to its nature. Contracts are printed in such fine type that 
it is almost impossible to read them without a magnifying glass, or they 
are phrased in such involved sentences and terminology that the average 
buyer cannot be expected to understand the agreement into which he is 
entering. 

Changes are needed. The buyer must protect himself. Impulses in many 
cases should be curbed and time taken to read and understand any contract 
signed. Also the contract should be drawn up in standard form with im¬ 
portant points clearly and simply stated. 

More publicity given to abuses would lead to improvement. This is rather 
difficult to get. Cheating and exploitation of consumers are too common to 
be looked upon as news. Better Business Bureaus at times provide whole¬ 
some publicity. Nugent says of the Conciliation Division of Detroit Com¬ 
mon Pleas Court: “The willingness of the Court to dig into cases in order 
to expose anti-social practices has had a very salutary effect upon the in¬ 
stallment selling and financing business. . . . The Court recognizes thor¬ 
oughly the limitations of its legal authority, but its power for improvement 
by means of moral suasion and fear of publicity is great.” 21 

A wholesale indictment must not, however, be made of those extending 
installment credit. There are many reputable companies. Consumer dis¬ 
crimination in choosing is, however, on a low level. Furthermore, many 
consumers seek to cheat, lie, and defraud sellers. 

21 Op . cit., p. 266. 
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Difficult? is Determining Installment Charges 

Apart from charges made in automobile finance, where finance charge is 
combined with insurance, consumers can usually determine without great 
difficulty the credit charge in dollars and cents. And this is an important 
fact They cannot, however, so easily determine what rate they are being 
charged. 

Charges are stated in various ways. Foster, in a study of installment 
charges, visited 60 stores in a Mid-Western State and found a great many 
methods of stating installment charge or differentiating between cash and 
installment buying:- 1 ' (i) a flat dollar and cents charge; (2) a discount 
from the advertised or list price for cash payment, granted in some stores 
only if the customer demands it, in which case, cash customers who did not 
inquire, and failed to insist that a cash discount be given, were paying 
unduly high prices; (3) a flat percentage levied on cash price, before the 
down payment was deducted; (4) a percentage per annum levied on the 
original unpaid balance; (5) a flat percentage, without relation to the 
length of the loan, levied on the original unpaid balance; (6) a percentage 
per month on the actual unpaid balance outstanding each month; (7) “no 
charge” for installment credit; 23 (8) a combination of two or more of the 
above plans. 

These practices refer to charges made at the time of purchase. Some 
dealers, on the whole the less reputable, on one pretext or another levy 
other charges, or what are called fees. These may be imposed if and when 
the buyer in any way deviates from the exact terms of the contract. Foster, 
in discussing these extra charges, states: The buyer, if he deviates from the 
exact terms of the contract, “often becomes subject to fines and penalties 
for irregularity, with no check on the size of those fines other than the 
seller’s self-imposed check of "business expediency.’ ” 24 

In determining the rate it is necessary to relate the charge to credit ac¬ 
tually received. A close approximation can be determined by the following 
procedure. Determine: 

(1) the difference between cash and installment price; 

(2) the debt outstanding each month throughout the entire period; 

(3) the sum of the monthly debts outstanding divided by twelve which 
will be the credit equivalent on an annual basis; 

22 J. T. Bartlett and C. M. Reed, Methods of Instalment Selling and Collection. In discuss¬ 
ing fundamentals of installment retailing, they outline only three general pricing systems: (1) 
The cash price, usually with a standard system of computing installment service charges; 
(a) The installment price, with a uniform or variable discount policy; (3) Code-marking. 
The salesman sizes up the inquirer, and quotes a price determined partly by what he judges 
the customer will pay, and partly by the terms he thinks the store will grant (p. 13). 

28 This is much the same as (2) except that cash discounts are not given even on request 

24 Foster, op. at., p. 190. 
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(4) the percentage which the credit charge is o£ this amount will give 
the approximate annual rate charged. 

For example, a large mail-order house in a 1935 catalogue listed a gas 
stove on the following terms: cash $30, installment $33, with a S3 down 
payment and $5 a month until the remainder was paid. The first month 
the credit amounted to $30, the second month it was $25, the third $20, and 
so on, making an equivalent of $105 credit given for one month. Divide 
this by 12; it is equivalent to a credit of $8.75 for one year. Divide this (as 
principal) into $3 (the interest paid), and the rate is seen to be about 
34.2857 per cent as the annual rate of interest, 25 

Early in 1935 the Federal Housing Administration launched a scheme 
for increasing credit available for modernization of homes. Bathtubs, re¬ 
frigerators, paint, and other things might be purchased with it. The an¬ 
nouncement read: “The interest rate is arranged locally between the bor¬ 
rower and the local lending agency, except that it may not exceed five per 
cent per annum.” The scheme received wide publicity through newspapers 
and other publications. Five per cent appeared to be a very satisfactory rate. 
But what of it? In the first place it was a discount rate so that a note signed 
for $100 yielded the borrower only $95, and secondly the loan was repaid 
in monthly installments so that on the average the credit given was about 
one-half of the initial sum. The rate in reality amounted to more than 9 per 
cent on much of the credit 

Late in 1935 the General Motors Acceptance Corporation began adver¬ 
tising a new low rate for its installment financing. An advertisement in 
Time, December 16, 1935, reads: “It’s as simple as A, B, C,—take the un¬ 
paid balance, add the cost of insurance and multiply by 6%.” The adver¬ 
tisement goes on to point out: "T his is not 6% interest, but a convenient 
multiplier which anyone can use and understand.” No hint is given, how¬ 
ever, as to what the rate might be. It might in fact vary greatly. For exam¬ 
ple, if the unpaid balance, including required insurance, amounted to $400 

25 This method has the merit of making the uninitiated aware of how much credit they 
use. It slightly understates, however, the effective annual interest rate because it assumes 
that the credit extended at the outset includes the charge made for the loan. On such small 
sums as our present example the difference is wholly negligible. The more accurate formula 
and one easily used is: 

I = 2PO"3" (N +1) which in this case means I = 2 x 12x10% (6+ 1) equals 34-2857% 

I = equivalent amount of annual interest rate on unpaid balance. 

P = number of payment periods per year (if monthly, this is 12). 

C = financial charge in percentage of the original unpaid balance (here, 10%). 

N = number of installment payments (in this case 6). 

I in this case works out to 34.2857%. 

Ayres describes this formula as “die constant ratio method.” The assumption is that “each 
payment is applied to the principal and to the interest in such proportions that the ratio be¬ 
tween the unpaid principal and unpaid interest remains the same during the entire” period 
of the transaction. (“Installment Sel ling and Finance Companies,” Annals Am . Acad ., voL 
196; 1938, Mar, 121-29.) 
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the finance charge was $24. The effective annual interest rate depends on 
the length of the contract. The longer the contract runs, the greater the 
amount of credit granted and the lower is the rate since the dollar charge 
is unaffected by length of contract. For a contract of 5 equal monthly in¬ 
stallments the annual rate on credit granted would be 34.0 per cent; if the 
contract ran for 20 months it would be 6.9 per cent. During 1936 the Fed¬ 
eral Trade Commission issued complaints against the motor companies 
and finance companies charging that the advertising of the 6 per cent plan 
was misleading. In 1939 cease and desist orders were issued against such 
advertising. This action of the F.T.C. did not, however, outlaw the method 
but merely the advertising of it. 

How Should Ch\rges be Stated and Levied? 

Charges for installment credit, it would seem, should have certain char¬ 
acteristics. In the first place a finance charge should be separate from the 
cost of goods and other services rendered. This is necessary in order, first, 
that buyers may be aware of what credit costs are; and second, that people 
paying cash are not paying for credit on the same basis as those who use it. 
So-called “no installment charge” is misleading, and stores making such an 
announcement should certainly be avoided by cash buyers and anyone but 
those seeking maximum credit. People willing to pay cash should not have 
to inquire concerning cash price or discount. In such cases only experienced 
bargainers, those expert in higgling about prices, manage when paying cash 
to escape paying a part of the credit cost as well. 

Furthermore, a statement of charges should permit the prospective user, 
before entering into any agreement, to be fully apprised of the total cost 
of the credit (a) if he abides by the terms first agreed upon, and also (b) 
if the contract is later modified, for example, by an extension of time. 

Comparison of charges between sellers is desirable if consumers are to 
choose wisely. Some people hold that this purpose is served by a statement 
of the dollar charge, and others that comparison would be facilitated by a 
statement of charges in terms of percentage of unpaid balance. 

Trade associations and business enterprise in general have opposed the 
method of stating the cost in terms of the percentage rate on credit actually 
given. Neifeld, after extended investigation into consumer cash credits, feels 
that: 

The general public fails to grasp easily the meaning of the rate stated as a 
percentage of the unpaid balance, and borrowers are not dissuaded by a 
percentage quotation. . . Daily occurrences in the loan offices demonstrate 
repeatedly the inability of the average borrower to translate percentages into 
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dollar and cents cost or to be shocked into a realization of out-of-pocket expense 
for credit when quoted in percentages. 26 

If those who have given the matter careful unbiased consideration feel 
that the percentage rate is a sound basis for comparison, it may be that facts 
concerning it should be provided along with a statement of dollar charge. 
A process of consumer education, however slow, may have later effect. 
Knowledge of desirable practices is dependent to a large extent on consum¬ 
ers becoming acquainted with them through use. 

The levying of charges on the basis of unpaid balance has the advantage 
of providing an incentive to purchasers to pay their loans as soon as pos¬ 
sible. This practice should aid in reducing risk. To promote still further 
economy in the use of credit, each type of loan, in so far as possible, should 
pay its own costs. The policy of having losses on one type of loan made up 
by profits on another should be discouraged. Thus variation in rate should 
occur according to the risk and the size of the loan. The smaller the loan 
the higher is the relative cost, since there are certain fixed costs which have 
to be met no matter what the size of the loan. If the security for the debt 
is the commodity sold, the risk varies with its durability and the resale 
value. If, however, the security is based on the integrity and ability to pay 
of the purchaser, type of commodity does not affect the risk. 

The method laid down by the Uniform Small Loan Act, in effect in 
many States and specially designed to regulate cash credit to consumers, 
might well be applied, with perhaps some modifications, to installment 
credit. This requires that all charges, interest, bookkeeping, fees for investi¬ 
gation, and other matters be levied as a certain percentage per month on 
the average balance outstanding for the month. No juggling of discounts, 
interest charges on portion paid, renewal charges and fees of various sorts 
are allowed. 

If installment charges for credit granted are to be comparable, they must 
be stated in terms of the annual or monthly percentage rate on unpaid bal¬ 
ance. In automobile credit, charges for insurance should be deducted. In 
fact, the inclusion of the insurance with the credit charge at times results 
in an inflated insurance charge, higher than standard rate. An investigation 
of the Federal Trade Commission of charges for automobile installment 
credit reports wide variations between dealers and finance companies. In 
some cases the credit price was less than the cash price. At the other extreme 
were finance charges on new cars that amounted to an annual rate of 80 
per cent and on used cars to 132 per cent. 27 

26 M. R. Neifeld, Personal Finance Comes of Age, 1939, pp. 39-40. 

27 Federal Trade Commission, Report on the Motor Vehicle Industry , 1939. See also W. C. 
Plummer and R. A. Young, op. cit., pp. 204-18. 
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Size of Installment Charges 

An estimate has been made of trends in automobile finance. Plummer 
and Young report an index of finance charges. The index stood at 124 in 
1932 and 1933. For 1938 it was 81. A sharp fall occurred in 1935 with the 
introduction by General Motors Acceptance Corporation of the 6 % plan. 

During the extensive investigation of installment credit made during 
the early 30^ many calculations of charges were made. Foster computed 
the rates for several commodities for more than 100 cases.- 8 The following 
range in annual rate was found: 


Commodity 

Percentage 

Automobile tires 

33.6 to 106.1 

Refrigerators 

8.3 to 51.8 

Furniture 

6.0 to 55.5 

Radios 

11.510 98.3 

Domestic ranges 

0.0 to 68.6 


Although some of the rates may seem rather high, what appeared to be 
very extreme cases were excluded, for example, those where companies send 
salesmen out to the homes and places of work and take wage assignments. 
In each store covered an attempt was made to limit the study to the terms 
most frequendy found. 29 

Estimates have been made of annual percentage rate of finance charges 
during 1936-38 for diversified financing by sales finance companies and the 
Electric Farm and Home Authority. The charge for the latter was approxi¬ 
mately 9.5 per cent, whereas for sales finance companies it ranged from 
19.2-33.4 per cent for $50 amount paid over a 12-month period, to 11.6- 
13a per cent for amounts of $300 paid over a 30-month period. 80 

A steady fall occurs in the annual percentage rate of finance charge made 
by Sears, Roebuck in its mail-order sales with rise in dollar value of order. 
For example, installment charges announced in the 1941 summer catalogue 
were 26 per cent on an order of $17 and 15 per cent on one of $130. 

28 LeBaron R. Foster, ‘Instalment Credit Costs and the Consumer," Jour. of Bus., Univ. 
Chic., vol. Vin (1935, Jan.), 27-45. The annual cost rate is the ratio of the credit charge (the 
time price minus the cash price) to the average principal used by the borrower, expressed as 
a percentage. Delinquency fees and charges not specified at the time of purchase are not 
included. In the zero cases the installment period was shorter than the ordinary charge accounts. 

29 See also L. A. Froman, “The Cost of Installment Buying," Har. Bus. Rev., vol. XI (1933), 
227-36. 

30 W. C. Plummer and R. A. Young, op. cit., pp. 224-25. See also M. A. Rollins, Installment 
Credit in the Sale of Washing Machines, Cornell (N.Y.) Agr. Expt. Sta. BuL 743, 1940. 
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Charges for Consumer Cash-Credit 

Instead of paying for installment credit, consumers may seek a cash loan. 
In many cases, however, installment credit is cheaper than any cash loan 
available to the family. Licensed small loan companies who take chattel 
mortgages, and hence lend on much the same basis as those financing in¬ 
stallment sales, in many cases charge from 3 to 3V2 per cent a month on 
unpaid balances. The credit rates of unlicensed lenders in many cases run 
as high as the most extreme installment rates, so the unwary borrower is 
likely to be bled as much by these lenders as by any installment seller. 

Some commercial banks have small loan departments. Very few people 
have, however, the necessary credit standing to borrow there. The interest 
rate is relatively high. In 1933, 77 banks in Indiana reported on their small 
loans. They averaged $124 in amount and the effective rate ranged from 
13 to 18 per cent. Industrial banks insist on co-maker notes rather than chat¬ 
tel mortgages and grant loans only after credit investigation. These safe¬ 
guards tend to restrict the loans given. The Indiana Commission found 
their rates ranging from 17 to 23 per cent. 31 

A very small part of the population are members of credit unions. For 
these the usual rate is one per cent a month and profits are shared on a co¬ 
operative basis; the effective interest rate, as a result, is often less than the 
stated rate. 


Are Installment Charges Too High? 

Installment credit charges are high. But are they too high? In order to 
answer this question we must set up a method of appraisal. Charges are too 
high if they are greater than is necessary to cover the cost of rendering this 
service on an efficient basis, and if they are greater than is necessary to at¬ 
tract or retain the volume of business enterprise desired. Installment credit 
should thus be examined to discover: (1) Why costs are high and whether 
they are unnecessarily high because of inefficiency. (2) Whether there are 
excessive profits. (3) What, if any, interference with competition exists. 

There are several reasons why this type of credit is expensive. In con¬ 
trast with commercial credit the average loan is small. The cost of investi¬ 
gation is much the same, irrespective of size of loan. This tends to make 
the rate especially high on small amounts. In addition risks have been 
higher than for many other types of credit. Several factors contribute to 
this high risk. Aggressive sales practices are partly responsible, and so is 

81 See Indiana Consumer Finance Agencies (mimeo.), Study Commission for Indiana 
Financial Institutions, 1935, p. 7. 
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failure to investigate credit standing of purchasers and to restrict loans to 
those who are both willing and able to meet payments. The risk of bad 
debt losses and expensive credit collections has tended to keep costs up. 
High charges are necessary in order to cover such risks. But it must also 
be borne in mind that the customarily high charge of installment credit 
has made the seller or finance company willing to take a chance on collec¬ 
tion without sufficient down pa> ment and credit investigation. 

Installment credit is relatively new. Some risks are high because of this. 
The past twenty years have seen much experimentation, the evolution of 
new institutions, the division of functions among various agencies, and the 
development of various types of contract. It has been a period of discovery 
as to costs likely to be encountered in this type of financing. In the iQ2o’s 
there was considerable doubt as to how a business granting installment 
credit would weather a severe depression. Some prophesied that with wide¬ 
spread unemployment, installment credit would collapse. Such uncertain¬ 
ties conspired to keep charges higher than was necessary to meet costs then 
being incurred. 

On the whole finance companies have prospered. The Commercial Credit 
Corporation of Baltimore, with assets of $171,000,000 in 1930, paid out over 
a period of nine years 85 per cent in stock dividends, in addition to giving 
substantial cash dividends. The General Motors Acceptance Corporation 
has an excellent dividend record. It would appear that charges, at least in 
these companies, have been “higher than necessary.” 

Rates in recent years have, however, shown a tendency to decline. Con¬ 
cerning them Borton writes: 

“Competition has forced rates down to a point barely above the actual 
cost of the services rendered, as evidenced by the fact that loan companies 
in general were not more profitable than other types of business enterprise 
last year.” * 2 

Competition is, however, far from perfect. Certain monopoly prac¬ 
tices among sales finance companies have come in for a good deal of dis¬ 
cussion. Until recently large finance companies were for the most part 
controlled by automobile manufacturers who were interested in keeping 
rates down in order to expand the sale of their cars. The independent 
finance companies objected to the pressure put on automobile dealers to 
discounr the installment contracts with a particular company. The U. S. 
Department of Justice in 1938 obtained agreements with Ford, Chrysler, 
and their associated finance companies “providing that the dealer should 
be left complete freedom to patronize any finance company he chooses, and 
that the manufacturer shall accord equal treatment to all finance com- 

82 W. M. Borton, “Where do We Stand on the Carrying Charge?” 1941 Consumer Credit 
Symposium, 1941, p. 119. 



INSTALLMENT CREDIT 


3*7 

panies ” 38 General Motors refused to make such an agreement, in 1939 a 
verdict of guilty was returned against it, and a notice of intention to appeal 
to the Supreme Court was filed. 

Certain practices of finance companies may have served to keep charges 
high. Finance companies get their business from dealers rather than con¬ 
sumers. They have used bonuses and various kinds of rebates from reserves 
to attract the patronage of dealers. These are a part of the charge paid by 
consumers. Furthermore, dealers may add on an additional charge com¬ 
monly known as a pack, an extra charge merged with the finance charge 
and invisible to the purchaser, collected by the finance company as part of its 
contract, but retained by the dealer as his share of the charge levied for in¬ 
stallment credit. 

One might well ask why competition between various companies took 
this form rather than that of attracting patronage by lower rates. It must 
be remembered that finance companies have very little direct contact with 
purchasers. In addition consumers are very poorly informed as to rates, 
and not likely to notice, at least not prompdy, a 10 per cent or even a 20 
per cent reduction. Business comes to companies directly from the dealers. 
Thus by turning back a little cash to the dealer they were better able to 
attract trade than they could by lowering rates. One finance company starts 
it, another follows, and the practice becomes established as a cost to be cov¬ 
ered. It seems likely that it got started largely because finance companies 
levying customary charges had margins more than adequate to meet costs. 
Compensation to the dealer, rather than low cost service to the consumer, 
came to be the method used in getting a larger volume. 

The reserve, bonus, and “pack” have been much discussed by the Na¬ 
tional Association of Finance Companies in debating the Finance Com¬ 
pany Code, which was formulated under the authority of the National Re¬ 
covery Administration. Cavers states: 

The situation created by these practices was thoroughly unsatisfactory to the 
vast majority of the finance companies. No doubt it would be more so to the 
consumers who footed the bill, but they were innocent of any knowledge 
of the tribute levied on them. 84 

In the course of the Code hearing it was asserted that 

With the introduction of dealer reserve and the retaliatory bonus, the trend 
toward lower finance charges which had been in process theretofore came to 
an end and . . . thereafter economies in financing operations were reflected, 
not in lower finance charges to the car purchaser, but in larger payments by the 
finance companies to the dealers. 86 

88 W. C. Plummer and R- A. Young, op. at., p. 30. 

84 “The Finance Company Code Controversy,” Law and Contemporary Problems, vol. II 
(1935, April), 204. 

88 Ibid,, p. an. 
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In an early draft of the code the “pack” and bonus were outlawed. The 
reserve was allowed where dealers bear some of the cost of financing. An 
attempt was made to limit reserves to the cost of repossession arising from 
default. 

Department of Justice action with respect to manufacturer-controlled 
finance companies includes this issue. It “hopes to eliminate all payments 
that are of the nature of a subsidy. . . But in the meantime these dealers’ 
payments have become entrenched as a highly important aspect of sales 
finance company competition, and as a problem with a direct bearing on 
the interests of the consumer.” 36 

Should Maximum Legal Rates be Set? 

Whether or not maximum rates should be set is a controversial issue. 
Usury laws are centuries old. In spite of them unlicensed lenders, by subter¬ 
fuges and deceptions of many kinds, in States where there are usury laws 
as well as those without usury laws, levy charges well over 100 per cent per 
annum. Regulations imposed by the Uniform Small Loan Act have already 
been referred to. Credit unions which have been rapidly expanding in re¬ 
cent years are, in most cases, permitted to charge only i per cent a month 
on the unpaid balance. From time to time discussion arises over the high 
rate which is legalized for finance companies granting small cash loans. An 
unnecessarily high rate encourages lending where risk is very great. It must 
be recognized, however, that failure to legalize high rates might result in 
refusal by licensed small loan companies to grant credit to people who 
need it, but are unable to provide security in general associated with low 
risk. As a result they are forced to patronize unlicensed lenders whose 
charges in many instances are exorbitant. 

One difficulty in setting a legal maximum is that costs vary greatly from 
one product to another. What would be satisfactory for automobile credit 
would be too low for many other products. With legal rates below cost 
some firms would attempt to narrow the margin between cash and install¬ 
ment prices, in other words, sellers would attempt to have cash customers 
bear part of the credit costs. Competition from stores selling on a cash basis 
would tend to check this. Evasion and underhand dealing might be even 
worse than at the present time. Isaacs expresses the situation very well when 
he points out: “Where credit devices are wanted and the law foils to grant 
them, human ingenuity has frequently worked out pseudo-legal or extra- 
legal sanctions for them.” 87 

Foster following his study of installment credit rate legislation states: 

86 W. C. Plummer and R. A. Young, op. at., p. 383. 

87 Nathan Isaacs, ‘Instalment Selling: The Relation Between Its Development in Modem 
Business and the Law,*' Law and Contemporary Problems, vol. II (1935, April), 141. 
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In general, the underlying philosophy can be divided into two schools of 
thought: ( 1) the consumer can be protected from exploitation only by setting 
legal maximum rate, and ( 2 ) where competition is reasonably free the consumer 
is adequately protected when he is informed as to the true size of credit charges, 
in terms of a uniform, clear standard. 38 

Installment Credit Legislation 

Undesirable practices which thrive because of consumer ignorance are 
difficult to eliminate except by a sharp break with the past, and the immedi¬ 
ate widespread adoption of new regulations. Widespread adoption is pos¬ 
sible in two ways: legislation and voluntary agreements among the mem¬ 
bers of an industry. The latter is extremely important, and many trade 
associations have attempted to deal with installment credit abuses. Lists of 
approved practices have been drawn up and efforts made to extend their 
use. Further cooperation with trade associations is essential in drafting any 
legislation that could be expected to function. 39 The State of Indiana has 
led the way in installment legislation. The Retail Instalment Sales Act 
passed in March, 1935, set up the following rules: 

Sec. 4: Every written instrument evidencing a retail instalment sale shall re¬ 
cite . . . : 

(1) The cash price of specific goods. 

(2) The amount of cash of the retail buyer’s down payment . • . 

(3) The unpaid balance . . . 

(4) The cost to the retail buyer of any insurance the retail seller has agreed 
to procure, if the retail seller has agreed to purchase the insurance and 
extend credit to the retail buyer for the price thereof. 

(5) The principal balance owed on the retail instalment contract which is 
the sum total of items (3) and (4). 

(6) The amount of the finance charge. 

(7) The time balance owed by the retail buyer to the retail seller and the 
number of instalment payments required and the amount and date of 
each payment necessary finally to pay the time balance which is the 
sum total of items (5) and (6). 

Up to this point the law merely requires that there shall be no conceal¬ 
ment of charges. An additional regulatory measure states: 

The finance charge contracted for in any retail instalment contract may not 
exceed the maximum finance charge then authorized by the department . . . 
[of Financial Institutions]. 

38 “Rate Aspects of Instalment Legislation,” Law and Contemporary Problems, op . cit., 
p. 198. 

89 The ftTJLA. ruled that retail merchants who advertise or offer for sale on the installment 
plan any merchandise which may be bought at a discount for cash without making the price 
difference clear to customers will be regarded as violating the “inaccurate advertising” 
provision of the retail code. 
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Every retail buyer shall have the right, at any time, to pay the then unpaid 
time balance owed. . . The department shall and is hereby authorized to 
fix and determine the amount of any discount to be given for prepayment • . . 

The Indiana Department of Financial Institutions under the authority 
given it may regulate not only maximum interest rate but also the total 
amount of interest allowed. The commission studying the matter made 
other recommendations. It states: 

In prescribing the maximum rate of interest now in effect the department 
assumed that the loans would be paid off within not more than twenty months. 
Allowing for a fair margin for delinquencies on the part of the borrowers, it 
would seem that the total interest to be collected at the small loan rate should 
not exceed that amount of interest which would be earned if the loan were paid 
off in thirty equal monthly instalments. Should there be any unpaid principal 
after the total interest collected at the small loan rate reaches this limit additional 
interest shall be computed at a rate not to exceed % of one per cent a month 
(8 per cent per annum). 40 

The constitutionality of the effort to regulate rates has not been finally 
determined. 

Maine, Michigan, and Wisconsin have laws pertaining to automobile in¬ 
stallment finance. In some of these attention is given to terms of the transac¬ 
tion calling for a separation of insurance and finance charges and to abuses 
in delinquency and refinancing. 

In April, 1941, installment legislation was enacted in New York State 
requiring a contract in type to be easily readable, cash price to be stated, 
and charges to be itemized as to credit service charge and insurance pre¬ 
mium. Rules apply to repossessions, covering notices of intention to repos¬ 
sess and methods of valuing goods returned. Separate contracts are to be 
drawn if any security other than the merchandise itself is provided, such 
as wage assignments, personal property. In this way, the fact is to be em¬ 
phasized and thus impressed on the buyer. Added-on contracts are not al¬ 
lowed. The legislation also specifics the wage levels at which assignment 
can be made. The separate document requiring wage assignment must be 
filed for public record, and is enforceable only after formal demand and 
after a prescribed lapse of time. 41 

Indiana Consumer Finance Agencies (mimeo.), Indiana Division of Research and Sta¬ 
tistics, Commission of Financial Institutions. See also J. S. Bradway, “The Development of 
Regulation/’ Annals Am. Acad,, vol. 196 (1938, Mar.), 181-88. 

41 See for example, F. H. Clarkson “Installment,” The Family Dollar, May, 1941. 



Part VI Selling 


CHAPTER XX 
SALESMANSHIP 1 

“O wad some Power the gifrie gie us 
To see oursels as ithers see us,” 

Burns 

Consumers should find it very enlightening to look at themselves through 
the eyes of sellers, to see the rating sellers place on their intelligence and 
their emotional stability and to become aware of the influences which lead 
them to make initial purchases and to come back for more. An enlightened 
consumer is one who sees through the methods and techniques which play 
upon his sales resistance. In this way sham is revealed, the bubble of gran¬ 
deur created by ballyhoo is pricked, and furthermore any real advice which 
salesmen have to offer may more readily be discovered. 

Kyrk, in discussing the consumers’ buying problems, says: 

In the literature of salesmanship the consumer appears as the object of a 
campaign of solicitation and pursuit, the strategy and tactics of which are 
planned by experienced veterans aided by experts at every point where special¬ 
ized knowledge would be useful. 2 

She goes on to say: 

The problem of those who would improve buying is then in part how to make 
consumer-buyers conscious of their position, acquaint them with the tactics of 
the besiegers, enable them to recognize each move in the game however camou¬ 
flaged, in short how to strengthen their sales resistance. 3 

The prime concern of retailers, jobbers, wholesalers, manufacturers, and 
growers is to sell. Retailers and manufacturers of branded products, espe¬ 
cially national brands, are the main groups interested in methods of “selling 

1 In this chapter we take only a very cursory view of salesmanship. Much has been said 
already of methods of selling. Advertising will be discussed in some detail in the chapter 
which follows and sales methods are also discussed in the sections cm standardization, in¬ 
formative labeling and prices. 

a Hazel Kyrk, Econotmc Problems of the Patntly, 1933, p. 447. 

* Ibid., p. 448. 
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Mrs. Consumer.” Everything: the kind, color, and form of the commodity, 
the advertisements, the location of store, free services, kind of show win¬ 
dows and display, the type of clerk hired and training given, and finally 
price, are directed toward this culminating transaction. There are two 
parties in the transaction, the buyer and the seller. The seller in our system 
is much the more aggressive. So the terms selling and salesmanship have 
come to have certain associations. They are characterized by persuasion, 
rather than by the giving of information. There is pressure to take “this” 
in place of “tbit,” to buy “here” in place of “there.” It is considered legiti¬ 
mate to use argument and emotional appeals of every kind, in fact any¬ 
thing calculated to arouse a sense of need or break down consumer resist¬ 
ance, and thus to bring about the purchase of a particular product. 

Persuasive selling would not occur if consumers, independently of “ad¬ 
vice” from those with goods to sell, decided on the exact goods desired and 
bought only these, or (if these were not available) they decided for them¬ 
selves what alternatives were acceptable. But consumers often have only a 
vague notion of the product they wish to buy; they have limited access to 
reliable information; and they take relatively little time to investigate or to 
weigh various alternatives. 

So to most sellers consumers appear very ignorant of facts concerning the 
quality of goods which they seek. Some may use a “want list.” Yet lack 
of information makes them an easy prey to extravagant claims. In addition 
many are erratic, first wanting one thing, then another. Salesmen are thus 
given an opportunity to “help” them to make up their minds. Full of in¬ 
decision, and lacking facts, they are swayed by emotions, and can be per¬ 
suaded to buy on the impulse of the moment. With so much ignorance 
abroad, even the seller who offers high-grade goods at relatively low prices 
feels that he has to have a well-thought-out sales program to hold his cus¬ 
tomers. Goods are not bought merely on their own merits, even though 
some merit must usually be present in order to get repeat purchases. 

Many sales methods are used: widespread advertising through many 
media; display of goods in show windows, stores, and other places; dem¬ 
onstrations; samples; goods on trial; lotteries; contests; premiums; per¬ 
sonal selling from house to house, and in stores. Under different methods 
the degree of persuasion and attack on consumer sales resistance varies 
greatly. It probably is least in store selling. In many cases clerks are there 
to serve people much more than to “sell.” In fact the U. S. Department of 
Commerce after an investigation of retail selling methods reports that only 
8 per cent of the salespeople shopped by investigators “were found to make 
any attempt to sell something other than the article the consumer re¬ 
quested.” The Department went on to suggest that if clerks were better 
trained in display and “suggestive” selling, profits might be greater. Al- 
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though some consumers might feel that this would improve service, others 
might object to the attempt to have them buy something they did not want. 

Habit plays a large part in market choice, and experience to some extent 
is used as a guide. Thus, aggressive selling is especially important in getting 
new customers. They must be persuaded to try new things; samples and 
premiums, free trials and demonstrations are commonly used to get ac¬ 
ceptance. It is estimated that over 60 per cent of the radio network ad¬ 
vertisers have made premium offers of some kind or other in recent years. 4 

In selling it is necessary first of all in seme way to get the attention of 
consumers, then to arouse their interest in the commodity, whether it be 
a fine grade of shoe, an unshrinkable collar, stylish porch furniture, or brick 
for a new fireplace. In addition it is necessary to interest the prospective 
buyer in a particular brand and hold his attention until a sale is made. But 
salesmanship consists of more than selling the goods. For most stores and 
brands, repeat sales are usually desired. The consumer must, as it were, be 
kept sold, and be made to feel that the purchase has been a wise one, so that 
he will turn again to the same seller for other purchases. 

In theories of selling there are two extremes. Some people hold that the 
basis of successful selling is to make available those goods which people 
either consciously or unconsciously want, and to help consumers recognize 
that the goods for sale are those which they really want. Consumer prefer¬ 
ence must thus be the guide in determining the form and finish of the 
product and the method of describing it in selling. In this case selling efforts 
are based on continual study of consumer preferences. Goode, in his book 
Showmanship in Business, advises sellers to find out what people want done 
and do more of it, and to find out what people do not like and do less of it. 

At the other extreme are those who believe that consumers can be sold 
anything if the “right” appeal can only be made. They point to the fact 
that no single product in the market is absolutely essential to life, that 
choice between all alternatives is a purely emotional preference. They con¬ 
clude that consumer demand can be molded by a correct emotional appeal. 
As a result attention is concentrated on emotions and ways of arousing 
them. Again, consumers are studied. But this time with a view to discover¬ 
ing their response to certain appeals rather than to discover what their 
preferences actually are. 

Most consumers would doubtless agree that: 

Other things being equal, those salesmen will get the most business who have 
the best understanding of customers* problems, and the best knowledge of 
how the product or service they are selling helps customers to solve certain of 
their problems. 5 

4 Advertising and Selling t July 30, 1936, p. 23. 

5 The Sales Manager's Handbook, ed. by J. C. Aspley, 1934, p. 393. 
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It cannot be denied, however, that clever selling plays a part in determin¬ 
ing consumer preference, that within certain limits sellers do shape demand. 

A study of consumer motives is fundamental to a selling program. Why 
do men behave as they do? What makes them choose and eventually pur¬ 
chase a certain type of product? And more important still, what makes 
them take a particular brand ? Much pondering and puzzling has gone into 
the matter of the nature of human wants and the motives which drive 
people to strive for economic gain and to spend their hard earned income in 
diverse ways in the market. In discussions of “psychology of choice,” most 
of which has up to date been especially designed for teaching selling tech¬ 
niques, much attention is given to the sense of self-importance which must 
be flattered in the buyer, to the feeling of inadequacy from which most 
people suffer, and to their fears, loves, and other emotions. Motives, drives, 
wants, desires, have been classified and reclassified, under such main head¬ 
ings as physiological and psychological; primary and secondary; biological, 
technological, and sociological; and sub-headings such as cultural, religious, 
moral, intellectual, aesthetic, sexual, etc. The expansibility and interrelation 
of wants and desires have been analysed. Starch lists buying motives as 
follows: 6 


1. Appetite—hunger 

2 . Love of offspring 
3 Health 

4. Sex attraction 

5. Parental affection 

6 . Ambition 

7. Pleasure 

8. Bodily comfort 


9. Possession 

10. Approval of others 

11. Fear—caution 

12. Physical activity 

13. Manipulation 
14 Construction 

15. Style 

16. Amusement 


Starch further lists 153 ways of approach to-break down consumer resist¬ 
ance. Under emotional buying motives Copeland has 23 items, including 
distinctiveness, emulation, pride, social achievement, expression of artistic 
taste, pleasure from recreation, security from danger, etc.; and under what 
he calls “rational” buying motives are listed handiness, efficiency, dependa¬ 
bility, reliability, economy in use, etc. 

The science of psychology is still in the crude beginning stage. Classifica¬ 
tions of motives in many cases have little logical order. Special attention is 
commonly given to sex difference, perhaps because men do so much of 
the selling and women so much of the buying. These discussions of mo¬ 
tives are useful to salesmen if they cut across the picture of human life, if 
they suggest to him some chink in the consumer's armor of defense, some 

6 The racing was secured by ask mg a selected group to rate the importance of various 
motives. 
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possibility o£ arousing pride, fear, love, or some other emotion so that pur¬ 
chase is actually made. 

For personal selling careful instruction is at times given on how to build 
sales personality, how to approach a prospective customer, whether he be 
nervous, tired, cross, disagreeable, skeptical, patronizing, cautious, critical, 
sensitive, matter-of-fact. Clerks are advised how to talk, what to say, how to 
develop doubt if the customer has ideas of his own as to what is best, how 
to develop interest or intensify wants, how to convince or establish the be¬ 
lief that what is said is true, when to reason or when to flatter or cajole, 
when to let the consumer talk, how to recognize the psychological moment 
when the sale is really made. In such instructions often little is said of hav¬ 
ing a thorough knowledge of the merits of the product and of similar goods 
in the market. In fact, in training salesmen knowledge of the thing sold is 
largely subordinated to knowledge of the technique of selling. 

In such a situation consumers have two safeguards. They are not quite 
so feeble-minded as they are pictured by many of the experts who prepare 
the instruction. And the majority of sellers whom they meet are untrained 
in such wiles. Furthermore those who are subjected to the training in many 
cases are unable to achieve much competence in the techniques mapped out 
for them. Only the sellers of special brands receive much instruction in 
advanced sales techniques. 

Modern selling is largely exemplified in advertising. For advertising re¬ 
flects the general commercial standard, and thus affords an excellent means 
of getting acquainted with selling appeals and techniques in general. This 
is considered in some detail in the chapter which follows. It more readily 
lends itself to study than does personal selling. It must, however, be recog¬ 
nized that the two methods are not identical in appeal to the consumer. 
Being more impersonal, advertisements can say more personal things with¬ 
out arousing hostility. In an advertisement you may without taking offense 
be told that you are disgraced by dirty hands and careless nails, or that 
cultured people would not use such cheap stationery nor carry such shabby 
luggage as yours. In spite of such differences advertising and other types 
of selling are boon companions. 7 

Of advertising in contrast with other methods of selling, Starch says: 8 

Advertising is a part of business and as such is probably no better and no 
worse than business in general. It is probably true that advertising is criticised 
as frequently as any phase of business, but this is largely due to the fact that 

7 For further discussion of personal selling, see A. J. Snow, Effective Selling, 1929; Paul W. 
Ivey, Successful Salesmanship, 1937; K. M. Goode and M. Z. Kauffman, Showmanship in 
Business, 1936; D. A. Laird, What Makes People Buy, 193s; R* Sheldon and £. Arens, 
Consumer Engineering, 1932. 

8 Principles of Advertising, pp. 458-59. 
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advertising is in printed form. It is seen and open to public inspection perhaps 
more than any other aspect of business. It is tangible and accessible and con¬ 
sequently the public is quite ready to point its finger at any fault or failing 
which it sees. Objectionable unethical methods in other phases of business are 
not exposed to public view . It is not unlikely that the methods and stand¬ 
ards of advertising are on a par if not actually in advance of other business 
transactions, which are not as open to inspection. 



CHAPTER XXI 

BEHOLD OUR ADVERTISING 1 

In The Idler of January 20,1758, Dr. Johnson wrote: 

Advertisements are now so numerous that they are negligently perused, and 
it is therefore become necessary to gam attention by magnificence of promise 
and eloquence sometimes sublime and sometimes pathetic. Promise, large 
promise, is the soul of an advertisement. . . . The trade of advertising is now 
so near to perfection that it is not easy to propose any improvement. 

Promise, large promise, is still the soul of advertising. Much of the best 
brains of business is devoted to this part of selling. Sellers announce their 
goods, laud their merits, acclaim the joys to be discovered, the pains and 
discomforts to be escaped. They urge, plead, cajole, and even threaten. 
Through all conceivable media comes a stream of advertising; in newspa¬ 
pers and on billboards by the roadside; in circulars and catalogues from 
individual firms; on the blotters, calendars and pencils that come to one’s 
desk; by personal letters and telephone messages; in magazines and cine¬ 
mas and on the radio where one finds advertising injected into one’s fa¬ 
vorite story and program. Handbills are pressed upon one in the busy street 
or tucked into one’s mail box. Giant electric signs, elaborate show windows 
and smoke signs in the sky like the tail of a legendary dragon alike are 
used. Through all of these a feverish pressure to find buyers goes on. There 
is no escaping the clamor of those announcing goods to sell. Advertising 
seems to be almost everywhere, ever-present. Through the eyes of the seller 
it may appear as a valuable tool to increase profits. To the consumer what 
is it like? Advertising is so much a part of everyday life, the “natural” en¬ 
vironment in which we move, that to see it one must pause, examine it 
with a critical eye, and attempt to appraise it as something new, being met 
for the first time. 

If consumers are to examine advertising in order to see how it serves 
their interest, to become aware of how it may be consciously or uncon¬ 
sciously influencing them, it is important to examine the kind and amount 

1 For our purpose a strict definition of advertising is not important. On the whole ad¬ 
vertising is thought of as that part of selling which, apart from display at actual place of 
purchase, announces goods available. Labels on goods and announcements on packages are 
not thought of as advertising although the methods used and statements made may be identical 
with those of advertising. 
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of information given, the appeals and claims made. Only partial answers 
can be given to many questions that arise. Nevertheless it is desirable that 
important questions be raised, that inquiries be made by consumers indi¬ 
vidually and that research workers systematically study advertising in order 
to provide enlightening facts. 

Who Are the Advertisers? 

Advertisers include a wide range of persons, businesses, and agencies. 
Occasionally consumers advertise their wants; the Government in market¬ 
ing its bonds, and Consumers’ Union, and Consumers’ Research, testing 
agencies that have services to sell to consumers, pay careful attention to 
advertising. 

Those with products to sell might be classified in various ways. There 
are, for example, retailers attempting to attract patronage to their stores, 
sellers of branded products trying to get consumers to prefer their brand 
in place of others, and industry groups organized in trade associations, urg¬ 
ing consumers to buy more and more of their product. During recent years 
many agricultural groups have promoted and financed the advertising of 
milk, apples, walnuts, dairy products, meat; the funds in some cases are se¬ 
cured by levies on the industry that have been authorized by State legisla¬ 
tures. 


Some Differences by Type of Advertising 

Advertising might be classified in many different ways, e. by type of 
seller, medium used, and audience addressed. 

An advertiser may feel it important (i) to attract attention in order to 
make prospective buyers aware of his products or services, (2) to create a 
sense of need, stir the emotions in some way so that desire to use his product 
increases, (3) to impress consumers with the merits of his product to meet 
the need. This last may be accomplished through general quality or econ¬ 
omy claims, or by specific information. 

Brand advertising in contrast with retailer advertising has devoted more 
effort to attempting to awaken a sense of need. Retailers to a greater extent 
take the existence of need for granted and announce products that are as¬ 
sumed to be wanted. 

Retail advertising in general includes more information than does brand 
advertising, especially about price. This difference arises in large part be¬ 
cause the brand advertiser does not sell directly to consumers, and except 
for a few products for which the manufacturer sets the price, it varies from 
store to store. So information concerning it must be imparted by the re¬ 
tailer. 
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Retailers stress the general all-over service of the store rather than the 
quality or price of any one product. 2 Most retailers have many products 
for sale. Their main effort is devoted to getting people to the store. Once 
there they may buy one or more of several types of goods. Large depart¬ 
ment stores, whose advertising is very conspicuous, commonly attempt 
to create the impression that a wide range of qualities is available. In re¬ 
cent years some retail stores, for example Macy’s in New York, have been 
very frank in their advertising concerning defects of commodities, espe¬ 
cially of those offered in special sales. 

Catalogue advertising of mail-order houses differs greatly from the 
newspaper advertising of department stores, for example. The former 
must not only announce that certain goods are for sale, but also must 
provide a substitute for inspection and labeling. Large mail-order houses 
have led the way in their catalogues, by providing specific information, 
not only through careful illustration of their merchandise but also 
through the use of description in standard terms. 

Brand advertising is carried on in both magazines and booklets. In 
magazines it must catch the reader in passing and impress him quickly, 
for he cannot be held for long. Advertising booklets of a company con¬ 
tain somewhat more information than its brand advertising appearing in 
magazines. 

Even so, advertising booklets, which are commonly prepared in the 
hope that they will be used by teachers, arc often criticized for lack of 
information. Dameron investigated teachers’ attitude to “business-spon¬ 
sored educational materials.” He found “the greatest emphasis was placed 
upon the informative character of the materials. Sixty-one per cent of the 
total frequency of negative criticisms, 37 per cent of the notations of 
approval, and 29 per cent of the frequency of suggestions for improve¬ 
ments were concentrated on points related to informational content. . . . 
Some of the materials were criticized on the score that they were not 
suited to the student level, or on the general basis that they were of low 
educational value.” 8 

It might be expected that the more informed the audience addressed, 
the more informed would be the advertisements. A systematic comparison 
of food advertisements in the Journal of Home Economics and the 
Woman's Home Companion, and of drug advertisements in the Journal 
of the American Medical Association and the Ladies* Home Journal 
would be of interest. 

2 For a recent investigation of retail advertising see F. B. Stemhart, "Trends in Retail 
Advertising Copy: 1920-1940,” /. Marketing, Oct. 1941. 

8 K. Dameron, Teacher Evaluation and Use of Selected Business Sponsored Materials, Com¬ 
mittee on Consumer Relations in Advertising, Inc, 1940, pp. 13-14. The results are de¬ 
scribed as preliminary. 
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The radio is unique in that it uses the human voice, which is probably 
the most powerful means that exists for holding attention, for arousing 
emotions, for playing upon sympathies, or for establishing convictions. 
The radio reaches many people who read little, and are thus likely to be 
among those least well informed as to authentic sources of information 
and the most gullible as to claims made. A special appeal to children, 
whom the printed page would never reach, becomes possible. 

Furthermore the radio rates high in intrusion power, its advertising 
being much more difficult to evade than is that in a magazine. In follow¬ 
ing a story, one can easily skip the intervening pages wherein are ex¬ 
tolled tooth pastes, refrigerators, cold creams, and other products. But 
the radio tends to remain turned on and the advertising blares forth. 

National Advertising Announcing New Goods 

In 1935 when innovations in household equipment were relatively more 
common than in any other type of commodity, a survey of four issues of 
the Saturday Evening Post , Womans Home Companion, and Good 
Housekeeping revealed in advertisements of household equipment, and 
only nine of these claimed to be announcing something new. These nine 
advertisements included three advertisements of a single brand of carpet 
sweeper. A similar survey of farm magazines revealed 12 out of a total of 
112 advertisements claiming to be announcing something new. Four of 
these were kerosene stoves or heaters. “New” things were not important in 
advertising, at least not in magazine advertising, in 1935. And new brands 
rather than new goods were for the most part being announced. 

The importance of advertisements announcing new goods obviously 
varies much from time to time. It seems highly probable in view of the re¬ 
search going forward in metals and plastics that the postwar period will 
be characterized by extensive advertising of this type. 

Description in Brand Advertising of Quality in Standard Terms 

Recognition of quality is important in order that consumers can choose 
wisely between competing products that are very similar in characteristics. 
Only by description in standard terms can precise information be given. 

Advertisements in several national magazines for 1935 were checked by 
the author to determine the extent to which qualities of certain goods 
advertised were described. Standard description was most common in the 
advertisement of automotive equipment and supplies. (See Table 48.) 
In four selected issues of the Saturday Evening Post there were 78 ad¬ 
vertisements of automobiles, batteries, and other automotive equipment 
and supplies, all products for which one or more measurement standards 
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Table 48: The Percentage of Advertisements of Specified Products, Using Specified 
Method* to Impress Consumers as to Quality, 1935 * 
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GENERAL AND WOMEN’S MAGAZINES 


Total number of advertisements 

455 

121 

199 

276 

104 i 

209 

Quality claim 

82.7 

94.6 

87.6 

74-7 

74*7 

«r-3 

Quality stated in definite terms 
Guarantee given: 

5.6 

0.9 

0.8 

3-8 

15-9 

28.1 

Money back 

3-5 

0.0 


104 

0.0 

3*5 

Satisfaction (or general) 
Number of users or length of time 

1.3 

6.8 

3*3 

04 

0.0 

0.2 

in business 

20.6 

36.0 

13*4 

23.9 

21.9 

40.9 

Testimonial a 

8.6 

o.S 

6.1 

15.1 

7-6 

5-8 


FARM MAGAZINES 


Total number of advertisements 

163 

150 

155 

117 

225 

268 

Quality claim 

63.2 

86.2 

78.0 

67-3 

92.6 

63.8 

Quality stated in definite terms 

0.8 

3-4 

3.0 

O JO 

5-5 

1.6 

Guarantee given: 

Money back 

7-4 

1.1 

1.0 

5-3 

0.1 

11.8 

Satisfaction (or general) 

4-4 

9.6 

9-9 

4-9 

11 -9 

1-5 

Number of users or length of time 
in business 

16.6 

32.2 

17.2 

144 

27.5 

28.7 

Testimonial a 

6.6 

24 

_ 9-8 

7*5 

15.9 

1 4-7 


* For detail on this study see first or second edition of this book. 

a Testimonials mduded any quoted statement, from a person whose name and addiess 
are given, indicating approval of the goods. 


have been set up. Only 14 advertisements were judged to contain any 
standard description. These for the most part were confined to giving 
horsepower of automobiles. In addition Globe batteries were advertised 
twice in the issues covered. In each the battery power was compared with 
the standard set by the Society of Automotive Engineers. An advertise¬ 
ment of Texaco gasoline claimed that it surpassed U. S. Government 
specification for emergency gasoline. In four selected issues of Good 
Housekeeping there were 94 advertisements of household equipment. In 
spite of the fact that all this equipment was supposed to have been tested 
before appearing in the pages of Good Housekeeping, not a single stand¬ 
ard measure was used in descriptions in the advertisements covered by 
the survey. 

Because of criticism by consumer groups of lack of information in na¬ 
tional brand advertising, many firms have shown an interest in increasing 
the amount of information provided. Advertising of Chatham sheets and 
blankets in 1935 constituted a sharp break with the tradition of using only 
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broad claims of superior quality. The innovation of giving quality in¬ 
formation in standard terms brought considerable consternation among 
some manufacturers who looked upon such a practice as a dangerous 
precedent. Since that time, however, many have gone even farther in 
providing enlightening information. 

The Committee on Consumer Relations in Advertising has made a 
study of the kind and extent of information in advertising. Advertise¬ 
ments of several products taken from issues of McCall's, Ladies' Home 
Journal , and The American Home, during the period January 1939 to 
April 1940, were systematically examined. 

This study concludes that “Objective product information is the kind 
of information consumers want (or say they want) and it is chiefly this 
kind of information which magazine advertising fails to provide.” 4 

Of sheeting advertisements the investigation reports: “Also entirely 
missing . . . were factual data based on tests of performance. Performance 
characteristics such as durability ... the breaking strength after launder¬ 
ing, and economy in laundering . . . were among the factual type of in¬ 
formation which was not included in these advertisements . . . 

“However, it should be noted that a moderate proportion of the ad¬ 
vertisements did contain some specification . . .” 5 

“Even in . . . booklets information on measures of the performance of 
sheets, based on objective tests, was generally not provided.” 6 The same 
was true of the sales manual to instruct retail sales people. 

Much the same condition was found for blankets. The Wool Labeling 
Act (see p. 436) may result in more information on fiber content of 
woolen blankets being included in advertising. 

In advertising of canned fruits and vegetables, “No reference was made 
to the grade of the fruit or vegetable.” For rugs and carpets in national 
magazine advertisements studied “information on particular items of 
specification was practically never given ” 7 Invitations were given to con¬ 
sumers to write for information. 

Refrigerator advertising “provided rather adequate references to most 
of the construction details. . . . The performance abilities of refrigera¬ 
tors were not as adequately treated in the general advertising as were 
the details of construction. A number of factors of performance were not 
mentioned at all in the advertising. Those performance factors which 
were referred to in the advertising were described in general terms; 

4 Information in Adverting, 1941, pp. 46-47. See also I. L. Brandt and R. A. Allen, “Ad¬ 
vertisements of Window Textiles,” J. H. Ec Mar. 1941, pp. 175-77. 

5 Information in Advertising, 1941, p. 27, 

p. 29. 

% lbid. t p. 29. 
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specific statements, or factual or quantitative data resulting from perform¬ 
ance tests, were not provided." 8 

Since description in standard terms is in large measure lacking, it is 
important to consider how the brand advertiser impresses the consumer 
with the quality of his product. 

The Use of Guarantees 

To support quality claims, guarantees are given. These at times are very 
specific, at other times extremely vague. Three levels of guarantees can 
be readily recognized. The advertiser may simply state that his product 
is guaranteed, no statement as to what it is guaranteed for being given, or 
he may guarantee that his product should do something rather than that 
it will do something. In other cases satisfaction is guaranteed, although no 
statement may be given as to what recourse the consumer has if not satis¬ 
fied. Usually the most that can be expected is that the goods will be ex¬ 
changed. Such guarantees are rather common in advertisements of foun¬ 
tain pens. The third type takes the form of a money-back guarantee. In a 
variation of this type the seller promises to compensate for any injury or 
damage to another product caused by inferior qualities of his own- This 
is rather a common type of guarantee for household cleansers. The extent 
to which money-back guarantees are given in advertisements is indicated 
in Table 48. 

Is a money-back guarantee an assurance of quality? Only one thing is 
certain. It is given to induce consumers to buy. It may be given in full 
knowledge of the inferior merits of a product but in the belief that ex¬ 
perience will not reveal the defects of the product, or that dissatisfied 
consumers will not bother to demand their money back. Patent medicine 
companies have at times been forced into bankruptcy by “money-back” 
claims. 

Even where specific money-back guarantees are given, a consumer may 
find it difficult to get his money back in case of dissatisfaction. An inci¬ 
dent recently came to the attention of the author. Rugs were purchased 
from a mail-order house, a money-back guarantee being given. The rugs 
when received were found to be very ugly. They were returned and others 
sent for inspection until it became clear that the type of rug handled by 
the company was not what was wanted. The company resisted all efforts 
to have the money returned until the buyer threatened the company with 
an investigation by the local Better Business Bureau. 9 

Sears, Roebuck now guarantees a number of slips for a definite period 

* Ibid., pp. 43 and 45. 

9 For discussion of Better Business Bureaus, see pp. 378-9 infra. 
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of wear, a type of guarantee used for a good many years in selling some 
brands of silk hose. 


The Use of Testimonials 

Testimonials are used to give weight to quality claims. These come 
from many sources: (i) from the wealthy who presumably can afford 
the best and who do not have to stint themselves, (2) from the scientist 
who knows, and can thus speak with authority, and (3) from users, no 
matter how lowly, to whom the product has brought comfort, relief, and 
happiness. The last has been especially important in proprietary medi¬ 
cines. For these, also, the “scientist” is called upon to testify. Cigarette, 
cosmetics, and house furnishings testimonials come overwhelmingly from 
the first group. As such they are appeals to snobs, to those who seek to 
identify themselves with the “right” people. Exceedingly important are 
testimonials in cigarette and other tobacco advertising. Out of such adver¬ 
tisements, in the selected group of general and women’s magazines al¬ 
ready referred to, 44 per cent contained testimonials. This was true of 24 
per cent of the farm magazines for the same period. Testimonials for per¬ 
sonal cleansers seem to occur more frequently in non-farm than in farm 
magazines. In farm papers testimonial advertising of automobiles is more 
important than in the general and women’s magazines covered. 

Do testimonials provide consumers with* assurance that a certain good 
is of high quality? That it is the thing suited to the purpose they have in 
mind? And finally that it is the best purchase for them? The answer 
depends first on the competence of people who testify in appraising the 
merits of the product, and second, on their integrity in giving the recom¬ 
mendation. High income may make a product highly satisfactory to one 
person, whereas another product may be much better for most of those 
who read the testimonial. Experience, if brief, is not a reliable guide espe¬ 
cially if long-time use is necessary to reveal effects, as is true of cosmetics; 
nor is it reliable if circumstances of use differ greatly. “Scientists” and 
the socially elite alike are often paid handsome sums for their testimony. 
It has been reported that Alice Roosevelt Longworth, for example, re¬ 
ceived $5,000 for her endorsement of Pond’s Cold Cream. Many of the 
testifiers do not use the product which they endorse. Endorsements are 
sometimes sold wholesale to the highest bidder. It is indeed a deluded 
society that puts much stock in testimonials. 10 

An advertisement may claim that a certain product is recommended 
by scientists. To strengthen such a claim it may contain the personal testi- 

10 See, for example, Alva Johnson on the testimonial racket, Outlook and Independent, 
vol. CLVII (1931). 398-99, 434-36 and 466-67. 
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mony of a doctor or other scientist. 11 Consumers, in general, fail to re¬ 
alize that many holders of degrees are not necessarily authorities whose 
judgment or opinion has professional weight in the case in question. 
Recommendations given may be the result of ignorance, or may be forth¬ 
coming because of the large payment offered by the company whose 
product is being advertised. It is contrary to the ethics of the American 
Medical Association for any member to give a testimonial or recommen¬ 
dation for a proprietary product. Americans have had to buy their yeast and 
proprietary medicines on the recommendation of European physicians. 

Tricks may be used to get what appears to be a professional endorse¬ 
ment of a branded product. During the fall of 1938 three reputable 
physicians addressed the Womens National Institute on the subject of 
the common cold. In so doing they were very careful to caution against 
the use of sprays in the early stages of a cold and to avoid all mention of 
proprietary remedies. The report of the meeting contained, in addition 
to their remarks, a recommendation of Vick’s products. Protests against 
this exploitation came from the American Medical Association. 13 

Seals of Approval and Publishers’ Endorsement 

Seals in some cases are given by trade associations which certify that 
certain merchandise meets minimum specifications. Such seals may be em¬ 
phasized in advertising. There are for example those of the American Gas 
Association. 13 The American Medical Association at one time granted 
seals to food but it has recently shifted attention to promoting more in¬ 
formative advertising. 14 

The use of a seal is supposed to indicate quality. Seals give, however, 
no information about the commodities. They do not describe them, hence 
comparison with other brands is impossible. They merely imply that 
commodities have met certain qualifications. Several questions arise: (1) 
What is the certifying agency’s policy concerning the minimum stand¬ 
ards for the product? (2) Is the certifying agency qualified to judge or 
test the relative merits of goods? (3) Does the agency live up to its 
avowed standards? Might it be lenient in granting its approval, if such 
leniency increased the net income? Two sources of information on these 
matters are available: What certifying agencies state to be their standards, 
and the quality of the products bearing a given seal. In many cases mini¬ 
mum standards are not made public, so there is no way of discovering 

11 vol. XCIX (1933, Jy. 16), protests against the attempts o£ ScotTissue manu¬ 
facturers to make the public believe that science supports their claims that ScotTissue is superior. 

12 See vol. 112 (1939. Feb. 4), 462. 

19 See pp. 470-1 infra. 

14 See pp. 372-5 infra. 
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the poorest quality bearing the seal o£ approval, apart from examining 
merchandise. 

Among the best known of the seals of approval have been those of 
Good Housekeeping. These were used in the advertising of many types 
of products including equipment, household cleansers, toilet soap, denti¬ 
frices, cosmetics, proprietary medicines. 15 For several decades they were 
presumably granted to products without reference to where they were 
advertised or what was said in advertising. In addition, the magazine 
Good Housekeeping for many years printed the following guarantee: 

It is the definite policy of Good Housekeeping to make its advertising pages 
trustworthy and reliable. Every product advertised in Good Housekeeping is 
guaranteed by us as advertised herein. 

If you purchase any product advertised in this issue of Good Housekeeping 
within one year from its date and find the product unsatisfactory, we will care¬ 
fully investigate your complaint. If the product is defective, it will be replaced 
or your money refunded. 

Products which come within the testing scope of Good Housekeeping Insti¬ 
tute or Good Housekeeping Bureau must be tested and approved before they 
may be advertised in Good Housekeeping . Advertisers of these products in 
Good Housekeeping may use the Bureau or the Institute Seal of Approval in 
their advertisements. 

AH other products are carefully examined and investigated by competent 
experts. Good Housekeeping , further, examines every advertisement offered to 
it for publication and makes every effort to assure itself that essential claims are 
justified. 

Good Housekeeping (in spite of this guarantee) permitted one tooth¬ 
paste to advertise that through its use “pink tooth brush is prevented.” 
Prevent is a strong word. The same magazine permitted another adver¬ 
tiser to claim that the use of his tooth paste is “a sure way to correct bad 
breath.” Bad breath may have an organic cause that no tooth paste can 
affect “Cold cures” were commonly advertised, and other exaggerated 
statements appeared. 

The Federal Trade Commission under the powers conferred by the 
Wheeler-Lea Act 16 in 1939 charged Good Housekeeping with “mislead¬ 
ing and deceptive practices” growing out of the use and promotion of 
Good Housekeeping's seals of approval and guaranties. At the time this 
was done the F.T.C. had issued complaints concerning the advertisements 
of many products bearing Good Housekeeping seals. 

The three main charges against Good Housekeeping were: 

1. That “many of the purchasing public are confused and misled into 
the belief that all products bearing any of the Seals have been scientifically 

15 For data on txtent of their use in 1935, see p. 301, first and second edition of Consumers 
and the Market. 

16 See pp. 385-7 infra. 
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rested and are guaranteed by Good Housekeeping magazine” when “in 
truth and in fact all the articles advertised in Good Housekeeping and all 
the articles carrying various Seals authorized by the magazine have not 
been tested and approved by any scientific laboratory.” 

2. That by its slogan “Every product guaranteed as advertised” and 
similar statements used Good Housekeeping magazine has led its readers to 
believe that it guarantees the claims made of the products advertised in 
its pages when in fact it only guarantees to replace articles shown to be 
defective. 

3. That Good Housekeeping carries advertisements of articles that 
grossly exaggerate quality and make false claims of benefits from use. 

The respondent in this case refused to sign an agreement acknowledg¬ 
ing any violation of the law, so hearings had to be held. Great volumes 
of testimony were given. In it dermatologists, dentists, and physicians, 
among others, refuted the claims of many advertisements considered in 
the case. Some firms reported that in some cases little or no investigation 
of commodities was made prior to the granting of a seal of approval. 

The case terminated in 1941, the Commission ordering Good House¬ 
keeping to cease misrepresentation. Seals in a somewhat modified form 
are continued. These are, however, only granted to those products which 
are advertised in Good Housekeeping, and the general guarantee of its 
advertising has also been modified: 

Each product and service advertised in this issue of Good Housekeeping is 
guaranteed to this extent. If it is defective or is not as advertised herein, it will 
upon request and verification of your complaint , be replaced or your money 
refunded . All products and services advertised in Good Housekeeping and the 
claims made for them in Good Housekeeping have been carefully investigated. 17 

In 1938 Parents magazine inaugurated a Consumers’ Service Bureau for 
the purpose of reassuring readers that advertisers could substantiate their 
claims. In spite of .this Bureau, advertisements which the F.T.C. claimed 
to be misrepresentative later appeared in the magazine’s pages. Some 
changes appears to have been made in the approval seal and In the support 
of advertisers* claims following the case against Good Housekeeping, 

The support given to claims of advertisers by other magazines has also 
changed. The Woman's Home Companion, December 1935, states “The 
appearance of an advertisement in Woman's Home Companion is a spe¬ 
cific warranty of the product advertised and of the integrity of the house 
sponsoring the advertisement. Only those products which live up to the 
claims made for them can be advertised in these pages.” In December 
1941 we read: “Nationally advertised products represent quality—it will 
pay you to insist upon them.” 

17 Good Housekeeping, Not. 1941, p. 6 , 
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Business groups continue to investigate group means of increasing con¬ 
sumer confidence. Again and again various schemes of one kind or another 
have been proposed. Late in 1940 McCall's magazine announced the es¬ 
tablishment of an Institute of Standards to increase consumer confidence 
in advertising and advertised products. The American Home Economics 
Association declined an invitation to participate. 18 

Scientific Ratings as Evidence of Brand Quality 

Science, a magic word, hailed and respected by this age for the wonders 
it has wrought, is not overlooked by advertisers. Its jargon and methods 
are used in many cases in a pseudo-scientific fashion. With products are 
pictured test tubes, slides of various kinds, photographic plates of weird 
bacteria, learned “scientists” in white laboratory coats behind a battery of 
flasks and apparatus. With serious mien and a warning finger they may 
announce the dangers to be encountered if “science” be ignored. Adver¬ 
tisers exploit consumers’ respect for science by using little known words 
or wholly fictitious ones in describing their products. A new name is 
given to an old ingredient, a very simple well-known process is described 
in highly technical scientific terminology. The unknown words and ideas 
are expected to suggest recent scientific discoveries. Many cars, radios, 
household equipment, and other advertisements attempt to conceal essen¬ 
tial similarity behind high-sounding phrases. 

Report of “tests,” many carried on by the company itself, seems to be 
in high favor at the present time. As reported they are often very super¬ 
ficial and extremely vague. Reports of such tests for the most part are de¬ 
signed “to impress rather than to inform.” For a comparative test to pro¬ 
vide assurance concerning superior quality, certain conditions must be 
present. The test must be made in a strictly scientific fashion. It must be 
an attempt to discover the truth, and not merely to fortify an argument or 
claim. The very fact that a test is made by a company on its own product 
makes all but the most credulous question its merits. Some companies 
describe their tests as “official,” doubtless hoping thereby to convey the 
idea that the tests were made by an independent organization. If the 
products, for which tests are reported, are all that is claimed for them, 
the companies should be willing, even anxious, to have their products 
tested by a truly official body, and the products described according to a 
standard rating. When the so-called tests are examined, their inadequacy 
is all too apparent. Lacking is information as to (1) products used, 
whether the run of the factory whose brand is being extolled, or only those 
of superior quality, (2) products with which they are being compared, 

18 Sec also Consumer News Digest , Dec. 1941, p. 3. 
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whether a random sample of other brands, or the most superior, or those 
obviously inferior, (3) the exact conditions under which the tests were 
made, and the frequency of the tests, thus giving some assurance that 
chance factors were not influential. 

Why is not more information given? Statements directly disparaging a 
competing brand would probably be considered “unfair” competition. In 
many cases it is probable that an accurate description of the way a test had 
been conducted would be long and tedious. As a consequence its inclu¬ 
sion in an advertisement would do little to promote sales. Whatever be 
the cause, most of the findings, when not actually misleading, are worth¬ 
less in measuring the merits of a product. One need not search far for 
examples. 

Advertisers of antiseptics commonly use “tests” to support their claims 
to quality. Here, for example, is how Pepsodent Antiseptic states its case: 

The value of Pepsodent in fighting colds is an official record. Recendy 500 
people were observed over a 5-month period. These 500 people were divided 
into several groups. Some gargled with plain salt and water—some with other 
leading mouth antiseptics—one group used Pepsodent Antiseptic exclusively. 
Here is what happened as shown by official scientific records. The group who 
used Pepsodent Antiseptic had 50 per cent fewer colds than those who used 
other leading antiseptics or those who used plain salt and water. 

The group who used Pepsodent Antiseptic, and did catch cold, were able 
to rid themselves of their colds in half the time of those who used other 
methods. What convincing evidence—what remarkable testimony! Here is a 
clear-cut example of the protection that Pepsodent Antiseptic gave. 

Remember, Pepsodent Antiseptic is three times as powerful in killing germs 
as other leading mouth antiseptics. You can mix Pepsodent Antiseptic with 
two parts of water and it still kills germs in less than ten seconds. Therefore, 
Pepsodent gives you three times as much for your money. It goes three times 
as far and it will give you the protection of a safe, efficient antiseptic. 19 

Truth or fiction? What do other authorities say of the product or the 
importance of such antiseptics in checking colds? It was the consensus of 
the Council on Dental Therapeutics that 

the use of gargle was of no more value than the use of salt or plain water; that 
there was no objection to gargle per se but that there was an objection when the 
gargling was presumed to be beneficial therapeutically because of antiseptic 
action; that during the time a so-called antiseptic solution was in the mouth it 
could exert no action which would have appreciable effect either from a prophy¬ 
lactic or therapeutic standpoint ... It was voted that the Council consider 
available data for the antiseptic efficiency of gargles as unsatisfactory and, until 
acceptable proof is brought forth, that the Council do not allow claims of the 
therapeutic usefulness or prophylactic action of gargles. 29 

10 Woman's Home Companion, Dec. 1935, p. 55. 

2U vd. C (1935, May 6), 1403. 
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In many instances the statement that a certain product is recommended 
by scientists, constitutes only a small fraction of the truth, a half- or 
quarter-truth perhaps. The recommendations coining from scientists are 
usually hedged around with qualifications which the advertisements fail 
to report. Science discovers that a particular product has certain effects 
‘when used in a certain way. Advertisers seize on that part which will 
promote the sale of their products, failing entirely to mention what, to the 
scientist, may be a very 1 important part of his findings. Such omissions 
warp and distort the facts so that they become virtual misrepresentations. 
For example, Tender Leaf Tea advertisements claimed important and 
beneficial physiological effects from tea drinking: 

Tea is the most widely used beverage in the world because of its reviving, 
bracing effect. Now scientific experiments have proved that this effect is defi¬ 
nitely associated with the extra oxygen which is carried through the brain and 
tissues by the blood . . . After drinking tea, the oxygen carried by your blood 
increases up to 20 per cent or more. This continues for two or three hours. 

Scientists who have investigated the effects of theine, the stimulant in tea 
which is identical with caffeine in coffee, would indeed be amazed at this 
interpretation of their research. After doses of caffeine blood pressure tends 
to increase, but pulse rate for some persons is decreased and for others 
increased. Caffeine has been found to exert “a sustained, deleterious in¬ 
fluence on the performance of an acquired motor skill.” 21 

The most tentative scientific conclusions that indicate any special merit 
for a product are used by advertisers as scientific truth and continue to 
be used long after later and more conclusive tests have completely invali¬ 
dated the earlier findings. It must be recognized that rapid developments 
are occurring in the sciences, for example, in chemistry and nutrition. 
Certain beliefs of one year may be the rejected hypotheses of the next. 
Even a sincere advertiser sometimes runs a little behind the times in his 
advertising copy. Others, however, cling to obsolete findings because they 
make better sales talk. 

Exaggerations of these types, misuse of science, the reporting of pseudo 
tests are being reduced by action of the Federal Trade Commission taken 
under the Wheeler-Lea Act of 1938. (See chapter XXIII.) 

It may be that approvals by consumer testing agencies may find their 
way into brand advertising. “Crosley Corporation has set precedent by 

21 Kathryn Horst, ct al* r “Effect of Caffeine, Coffee and Decaffeinated Coffee on Blood 
Pressure, Pulse Rate, and Certain Motor Reactions' of Normal Young Men," Jour, of Pkarm. 
Exper. Therapy vol. LU (1934), 307; G. Voigt, “Efficiency Without Drinking Coffee in 
Relation to Efficiency after Consumption of Coffee With and Without Caffeine,” Deutsche 
Medixiniscke Wochenschrift (Leipzig), vol. LXn (1936), 179. 
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issuing special press release quoting high C. U. (Consumers’ Union) rat¬ 
ing received in recent radio receiver survey.” 22 


Other Means Used to Crevte ax Impression’ of High Quality 

Advertising as a whole stresses quality. Usually an attempt is made to 
make consumers think that quality is superior, even to a point of believ¬ 
ing the commodity to be unique. Many vague and subtle methods are 
used to create an impression of high quality: certain associations are sug¬ 
gested, general claims are made. The products are pictured in an artistic 
setting, against a background of rich color, exquisite fabrics, luxurious 
homes, swank hotels, lovely gardens, glittering jewels, smart clothes. The 
setting is expected both to command attention and to suggest quality”. 
Surely only a superior product could be associated with such elegance 
and luxury! Beautiful color and vague illusions are expected to envelop 
goods with a mystical charm and to give an assurance of quality. In order 
to avoid considerable disappointment it might be wise for some people 
to continue to enjoy certain products only through the eyes of advertisers. 
Products in use will surely fall far short of pictured perfection. Exactly 
the same method may be used in suggesting quality whether the com¬ 
modity being advertised be Chevrolets, Coty’s perfume, Red Ball galoshes. 
Lux, ScotTissue or Pepsodent tooth paste. 

Read the advertisements in any magazines. Nothing is more common 
than the claim that the brand advertised is top or at least high quality. A 
survey of over 2,500 advertisements in selected magazines in 1935 indi¬ 
cated that about three in every four described quality in some such terms 
as these: superior, unusual, marvelous, matchless, keen, swell, premium, 
best, richest, glorious, perfect, superb, unique, finest, wonderful, extra, real 
thing, dependable, most reliable, most complete, hard to match, can’t be 
beat, champion, final word in efficiency, 100% performance, greatest single 
development. (See Table 48.) Even where there is no direct claim in so 
many words, superiority is usually implied. 

Many advertisements, to support the claim of superiority or to imply 
it without actual claim, provide facts about materials used, about the con¬ 
struction or process of manufacture or handling, and about the way in 
which the product functions. For many advertisements such facts are very 
carefully selected. They are designed to impress rather than to inform, to 
make prospective buyers think highly of the products rather than to pro¬ 
vide a basis for comparison with other brands. And much of the informa¬ 
tion given is unimportant in revealing quality. “Food shot from guns” is 

88 Consumer News Digest , March 31, 1941, p. 8. 
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an intriguing idea, yet hardly important information for a buyer. Curiosity 
may be aroused but little enlightenment derived for use in evaluating the 
merits of a car, by such phrases as “synchromatic driving control,” “pat¬ 
ented Floating Power engine mountings,” “built-in economy of opera¬ 
tion” 

Trick comparisons may be used to suggest superior quality. Here is a 
Royal Gelatin advertisement. An attractive housewife, in her modern 
kitchen, is shown inspecting two bowls of gelatin from which odors rise. 
Bending over the one containing Royal Gelatin her face is wreathed in 
smiles; complete satisfaction is registered. The concern, disgust, dismay, 
on her face when the odors from the other bowl reach her, are expected 
to convince the reader of the futility of such an investigation, or perhaps 
even make her think that she has actually made it. 

Arrangement of facts is also an important selling device. Here is an 
advertisement which in large type announces, “Umm! I like that flavor 
of real Vermont maple syrup.” Below is a boy eating pancakes with great 
gusto. In small type at the bottom one learns that “From Vermont maple 
syrup headquarters” comes this delicious blend of cane and maple syrup. 

A practice common to many advertisements is that long used in adver¬ 
tising Colgate’s Shaving Cream. The qualities important in a good shav¬ 
ing cream are concisely listed. Then the reader is told that Colgate’s 
Shaving Cream has all of these. The whole purpose of the advertisement 
is to make people think that Colgate’s Shaving Cream, and none other, 
possesses all the desired qualities. It is a neat trick played on consumers 
and often works. In it information is indeed given, but such information 
is designed to promote the seller’s ends to the exclusion of those of the 
buyers. 

A common method of supporting claims for one’s product is to point 
to the length of time the company has been in existence or the large num¬ 
ber of users. This is a common practice in advertisements for proprietary 
medicines, although it is important for other commodities as well. Con¬ 
sumers are expected to infer that the product must have been highly suc¬ 
cessful in use, to have continued so long or to have attracted so many 
patrons; that it has stood the test of time and experience and thus must 
be good. The prospective buyer might well pause to consider the truth of 
the claims and their significance to him even if true, the likelihood that 
the earlier standards have been maintained, whether other products not so 
widely used might not now be better, and finally whether experience does 
actually reveal the merits of a good. For proprietary medicine the latter is 
certainly an important doubt 
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Table 49: The Percentage of Advertisements of Specified Products Making Certain 
Appeals, in the Text of the Advertisements, in Selected Magazines, 1935 * 


APPEAL 


Q 

II 

11 

p 
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Sg 

5 c* 

5 g 

as 

n 

ii 

£ 5 

S £ a 

ill 

8 S1 

Ils 

S 5 1 

“ 2 « 

GENERAL AND WOMEN’S MAGAZINES 

Saves time and energy, is easy to use 

34-5 

68.0 

64.3 

13.8 

32.2 

22.4 

Restores, maintains health 

33-9 

4-4 

4-5 

16.2 

0.0 

23.5 

Ensures comfort 

7-1 

21.4 

5.2 

18.1 

45-4 

68.1 

Ensures safety 

i -3 

7-3 

6-5 

8.6 

49-4 

23-2 

Is beautiful or makes for beauty 

0.5 

26.3 

10.5 

55-9 

34-9 

i -5 

Is stylish, smart, modern 

3-0 

24.0 

l -9 

10.9 

28.6 

1.0 

Will be enjoyed 

S' 

6.8 

2.1 

8-3 

5-5 

9-6 

Helps get or hold husband or wife ; 

■e 1 

0-0 

3-5 

19-3 

0.0 

2.2 

Be in good taste 

■1 

0.0 

3-8 

6-7 

4.1 

3-1 

Excel in accomplishment 

w 

iS 

0.0 

0.0 

0.0 

0.0 


FARM MAGAZINES 


Saves time and energy, is easy to use 

36.3 

65-3 

64.5 

21.2 i 

29.2 

15.1 

Restores and maintains health 

47-9 

3-7 

3-5 

2.5 ! 

0.0 

25.2 

Ensures comfort 

24-3 

11.0 

6.7 

27-4 

3 i *9 

53-5 

Ensures safety 

1*9 

11.7 

7-1 

6.7 

32.2 

20.9 

Is beautiful or makes for beauty 

0.0 

17.2 

10.3 

35 -° 

17.5 

1-7 

Is stylish, smart, modern 

0.0 

22.7 

2.8 

0.7 

14.8 

04 

Will be enjoyed 

84.2 

18.7 

1.2 

3-8 

3-7 

14.4 

Helps get or hold husband or wife 

2.1 

0 A 

0.0 

16.7 

0.0 

1.6 

Be in good taste 

0.8 

1.1 

0.0 

37-1 

0.4 

3-o 

Excel in accomplishment 

14.0 

3 -o 

0.0 

i 1-3 

0.0 

0.0 


* Percentages based on weighted totals. 


Creating a Sense of Need 

Advertising is designed not only to impress prospective buyers with 
the high quality of products but to awaken a sense of need. Emotions 
must be aroused. To this end the use of the product is dramatized, and 
the joys and satisfactions which the product makes possible, the predica¬ 
ments to be avoided, the irritations to be magically smoothed away, are 
pictured. In advertisements are found a full array of human desires and 
aspirations. There women learn how to retain a husband’s love, how to 
be the belle of the ball, how to be the bride rather than the bridesmaid. To 
sell Unguentine, safety glass, non-skid tires, ScotTissue, life insurance, 
buyers are urged to protect their loved ones from the danger of fire, acci¬ 
dent, theft, pain or from having to waste their youth in toil because neces¬ 
sary income has not been provided. On the one hand, fears of sickness, 
accident, social disapproval, and loss of job; and on the other, the joys of 
love, comfort, satisfaction from success, achievement, social position and 
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adventure, are played upon by some advertisers. Certain advertisements 
attempt to shame people into using their goods; whispered comments arc 
passed and cynical glances are directed at. the one who knows no better. 
Emotional appeal at times is dominant, with little or no reference to the 
merchandise itself. The seller in such cases considers that the mere asso¬ 
ciation of the brand name with the emotion aroused is sufficient. 

The relative frequency of certain appeals in the text of advertisements 
in selected magazines is shown in Table 49. Most common among foods 
is the enjoyment appeal. No single food is essential to health, yet the 
health appeal was made in more than one-third of the food advertisements 
surveyed. The frequency with which time and energy saving is stressed 
would indicate that this is a major interest of consumers, urban and farm 
alike. It helps to sell both face cream and kitchen equipment. Sex appeal 
is especially important in personal cleansers, although here beauty is much 
more frequendy emphasized. Sex appeal in many cases might be inferred 
from the pictures and the text even when not actually put into words. 
The prominence of style appeal in the advertising of household equip¬ 
ment and automobiles is striking. The fact that comfort more than health 
is stressed in proprietary medicines and devices arises from the frequency 
with which such products as “Turns,*’ “Listerine” and other such items are 
advertised. To gauge more fully the frequency of the health appeal for 
proprietary medicines, it would be necessary to combine it with the safety 
appeal. The desire to be in good taste, or its converse, fear of shame or 
ridicule, is played upon in Fels-Naptha soap advertisements, which sug¬ 
gest the possible ridicule and shame likely to be the lot of a woman 
whose washing shows signs of “tattle-talc gray.” 

Slogans 

To create a lasting impression, advertisers depend on the strength of 
the emotion aroused, the convincingness of their claim to quality and 
economy, and on sheer repetition. In holding interest slogans frequently 
play an important part. A play on words, a catchy phrase embodying a 
basic appeal, or a humorous incongruity may be worth thousands of dol¬ 
lars to an advertiser. The rhythm of the words, the conciseness of the idea 
they express, may put punch into advertising so that in the mind of 
consumers a certain need or purpose recalls at once a specific brand. Among 
well-known slogans are the following: 

Pink pills for pale people. If it isn’t an Eastman, it isn’t a Kodak. 

It hasn't scratched yet. Next Time Get Ethyl. 

When it rams it pours. Ask the man who owns one. 

Motorists wise Simoniz. 4 out of every 5 have it. 
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These slogans are the essence of advertising. Some are vague, some are 
misleading, most of them tell consumers nothing they really need to 
know in order to make a wise choice and selection. They have conciseness 
and in many cases a rhythm that makes repetition effective in attracting 
and holding the attention of consumers. 

Misrepresent vriox 

Misrepresentation in advertising is declining. Nevertheless, reports of 
the Federal Trade Commission citing misrepresentation and the com¬ 
plaints issued make it evident that this practice is far from being elim¬ 
inated. 

The F.T.C. in its 1940 annual report states: 

The Commission examined more than 300.700 magazine advertisements and 
approximately 685,000 commercial radio broadcast continuities, of which more 
than 24,000 advertisements (7.8 per cent) and 22,500 continuities (3.3 per cent) 
were designated for further review as to possible misleading advertising matter. 2 * 

Out of 15,208 pages of mail-order advertising, 441 pages (1.9 per cent) 
were “marked by the preliminary reviewing staff as containing possibly 
false, misleading, and deceptive material” 24 

The report further states: 

In examining advertisements in current publications, it has been found 
advisable to call for some newspapers and magazines on a continuous basis, 
due to the persistent questionable character of the advertisements published. 25 

The percentages of advertisements so marked for the calendar year of 
1939 are reported below for the specified types of magazines. 



Percentage of 

Reported 

Type of magazine 

advertisements 

marked 

circulation 

Fiction 

29*4 

20,792,653 

Movie fan 

27.9 

3,458472 

Fraternal 

25.7 

2,1x6,382 

Health 

23.1 

635,094 

Home & Women 

16.2 

20,792,653 

Humor & Risque 

14.0 

1,819,383 

Literature 

13.7 

2,5x6,060 

Religion 

7-2 

2,032,681 

Education 

6.9 

334.444 

Farm Journals 

28 Op . cit., p. 5. 

2 *lbtd„ p. 121. 

26 Ibid., p. 120. 

5-9 

18,220,377 
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In the case of newspapers the proportion of advertisements that were 
marked varied somewhat with the range of circulation, being 9.8 per cent 
for those with circulation over 100,000 and 5.2 per cent for those with 
circulation under 40,000.- 6 

The questioned advertising for the year ending June 30, 1940 has been 
summarized by type of product- 27 


Products 

Per cent 

Food, drugs, devices, and cosmetics 

59-7 

Food 

11.2 

Drugs 

33-4 

Cosmetics 

12.8 

Devices 

2 -3 

Other Products 

4 Q -3 

Specialty and novelty goods 

11.2 

Automobile, radio, refrigerator, 

and other 

equipment lines 

4.9 

Home Study courses 

2.8 

Tobacco products 

1.2 

Gasoline and lubricants 

1.6 

Poultry & livestock supplies 

2.0 

Miscellaneous including apparel, 

coal & oil 

fuels, house furnishings, and kitchen supplies 16.6 


There is also the question of the extent to which so-called educational 
booklets of advertisers are free from misrepresentation. Several years ago 
three hundred of these booklets were rated by specialists trained in various 
phases of home economics. Of the booklets analysed, 75 per cent were re¬ 
ported to contain questionable statements—37 per cent false statements— 
43 per cent unsubstantiated statements, and 59 per cent misleading state¬ 
ments. 2 ® 

Better Business Bureaus that concern themselves chiefly with local news¬ 
paper advertising report: “Bureaus in some 60 cities have studied 3,500,000 
advertisements, during the past year, according to a report made at the 
annual convention of the National Association of Better Business Bu¬ 
reaus . - . [and] have actually stopped more than 150,000 advertisements 
which were suspected of being inaccurate or misleading.” 2& 

A measurement of frequency of misrepresentation necessitates a defini- 

26 F.T.C. Release July 15, 1940. For an earlier study of newspaper advertising see Hornell 
Hart, Susan M. Kingsbury, and Romayne Rowe, “Violation of Newspaper Codes,” New 
Republic, Oct. 29, 1930, p. 293. 

27 F.T.C. Annual Report of 1940 , p. 122. 

28 M. Elizabeth Winkelhakc, “Advertising from Standpoint of the Consumer,” b H. Ec. 
{1937, Feb.), 91. 

29 Domestic Commerce, Jy. 17, 1941, 9. 27. 
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tion. Exaggerations are often excused on the grounds that nobody really 
takes them seriously. The recent musical show Pins and Needles pro¬ 
vided delightful comedy by lamenting the fate of the young woman who 
luxed her stockings, cold-creamed her face, gargled with Listerine and still 
found no one to love her. The question arises as to what degree of trade 
puffery is to be accepted as truth. Does the widely acclaimed superiority of 
each one of a half dozen brands of gasoline and cigarettes constitute truth? 
Competing brands of gasoline are at times delivered from the same tank 
car. Impartial witnesses have testified that popular cigarettes do not have 
distinctive tastes such as are claimed for them in advertising. 

Honesty in Advertising: Consumers’ Attitude 

What do consumers think of the honesty of advertising? A Fortune 
survey provides the following data secured in response to the question: 
“Which of the following products generally have the most honest adver¬ 
tising? The least honest?” 


Item 

Most honest 

hem 

Least honest 

Automobiles 

30.6 

Cigarettes 

22.0 

Insurance 

* 4-5 . 

Drugs 

21-4 

Cigarettes 

11.3 

Liquor 

20.9 

Drugs 

7.0 

Insurance 

4*5 

Liquor 

4 * 1 

Automobiles 

3-7 

All equally honest 
Don’t know 

9*2 

All equally dishonest 

7*2 

20.2 

Don’t know 

24.8 


Fortune states: 

The breakdowns show the poor and the Negroes think liquor advertising 
is the most dishonest, presumably because they can buy only cheap spirits and 
experience the full force of subsequent regrets that are never advertised. The 
Southeast, Southwest, and Mountain States also heap greatest blame upon the 
merits of the bottle. But many of these States are in whole or in part officially 
■dry, and the drinks of common acceptance conceal their virtues in unlabelled 
glass. Drug advertising, on the other hand, is least trusted by the prosperous, 
who more often than others get their nostrums by special prescription, but the 
poor are indined to accept their dixirs as what they are represented to be. 80 

80 Feb. 29, 1940, p. Z02. A few people in replying to the questions checked more than one 
product, hence the total exceeds 100. 



CHAPTER XXII 

AN APPRAISAL OF ADVERTISING 


Bias, prejudice, and special interest color much of the discussion of ad¬ 
vertising. On the one hand, it is credited with bringing a decline in manu¬ 
facturing costs, with improving the quality of goods, with raising the 
standard of living, and providing magazines and newspapers at very low 
cost. On the other hand it is seen as an influence distorting the standard 
of living, bringing confusion rather than aid in market selection, and as a 
cost added to the bill which consumers eventually pay. 

The recently published study by Borden, The Economic Effects of Ad - 
vertistng, should do much to increase the understanding of business groups 
concerning the nature of some current criticisms of advertising. Acknowl¬ 
edgment of many defects is frank. Although the author stresses the fact 
that advertising is an essential part of a competitive free enterprise economy, 
he feels that improvements are not only needed but are possible. 

At the outset of an appraisal of advertising it should be recognized that 
it is centuries old, but that it has increased gready with mass production, 
geographic specialization, greater distance between producers and con¬ 
sumers, and with the democratization of consumption. It is also important 
to .recognize that if buyers rather than sellers were the active group, ad¬ 
vertising would not be eliminated, although it probably would be con¬ 
siderably changed. 

In this chapter an attempt will be made to examine several aspects of 
advertising, its educational merits, its bearing on prices which consumers 
pay, and its relation to cost and waste. Before examining these it is of in¬ 
terest to note what surveys have to report on consumers’ attitude to ad¬ 
vertising. 

Gallup polls in 1939 and 1940 used several questions in tapping consumer 
opinion. The findings are as follows: 1 


Per cent answering “Yes** 
*939 *94°' 

Advertising increases cost 72 69 

Advertising does not give information enough 43 40 

Advertising leads to buying things not needed or beyond income 47 51 

1 K. Dameroa, “Advertising's Public,” Proceedings of Boston Conference on Distribution „ 
October, 1941. 
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Borden reports an extensive investigation of consumer attitudes. The 
significant results of his findings summarized by the Advisory Committee 
which cooperated with him in the study are as follows: 

A. Consumers generally expected advertising to be biased. 

B. But they had little tolerance for anything regarded as untrue, though they 
were somewhat lenient m their interpretation of what was true and what was 
false. 

C. They possessed a fairly strong belief that advertising should be strictly true 
and purely informative. 

D. They criticized a considerable body of advertising on the score of exag¬ 
gerated claims, bad taste, use of fear, and use of questionable testimonials. 

E. On the whole they apparently had somewhat better opinions of advertised 
products than of the ad\ertising sponsoring the products. 

F. The majority of them apparendy believed that advertising increases prices. 

The Committee concludes: 

In conjunction with other studies of consumer views on advertising, this survey 
suggests that with respect to certain advertising practices at least part of the 
business group may be lagging dangerously behind the sentiment of the con¬ 
suming public. 2 

Judgments were secured by the interview method, in which consumers 
were asked to state opinions concerning 20 selected advertisements. The 
food advertisements included met with relatively few criticisms and those 
of proprietary medicines and cosmetics with many more.® Two-fifths of 
the objections made by all those interviewed concerning all of the advertise¬ 
ments appraised were for the following reasons: “exaggerated,” “not true,” 
and “misleading.” “Bad taste” and “repulsive ideas” accounted for 15 per 
cent of the objections. 

A rather lengthy questionnaire was used to determine the attitude of 
consumers to advertising in general. Responses to some questions might 
be taken to indicate a very favorable attitude toward advertising and others 
to indicate a very unfavorable attitude. The proportion, i. e., 50 per cent, 
that agreed that advertising has price-raising effects (manufacturers could 
sell their products for less if they did not spend so much on advertising) 
was somewhat smaller than the proportion of consumers who, in the Gallup 
poll reported above, expressed the belief that advertising increases cost. 

* N. H. Borden, The Economic Effects of Advertising, 1942, pp. xxxviiir- xxxix . 

* The 20 advertisements included represented very different types, but they were not looked 
upon as a cross section of advertising. Borden states the advertisements “were consciously 
chosen to get examples of what many critics have characterized as undesirable practices. The 
advertisements as a group were expected to show a higher frequency and a more inten se 
criticism than would be found for advertisements in general . • . although the practices il¬ 
lustrated have not been infrequent-” Op. cit., pp. 742-43. In all, 14,793 individual answers 
were secured. 
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Attitudes toward magazine and newspapers advertising were more favora¬ 
ble than those toward billboard, radio, and mail advertising. 

Some comparisons between responses to separate questions are of special 
interest. While 73 per cent of the consumers questioned agreed that “Present- 
day advertising is desirable because it encourages people to want things,” 
62 per cent agreed that “The only real justification for advertising is to give 
product information; advertising should not seek to induce or persuade 
people to buy products.” One seems justified in assuming from these re¬ 
sponses that presentation of facts about the product is considered to be a 
satisfactory method of arousing desire to purchase, whereas the use of 
emotional appeals is not looked upon with equal favor. The desire of many 
consumers for an impartial source of information is indicated by the fact 
that 49 per cent of those consumers who were questioned agreed and only 
34 per cent disagreed with the statement: “Manufacturers’ advertisements 
should be replaced with impartial statements published by the Govern¬ 
ment or some other organization established to examine and test products ” 

Whereas only 21 per cent of the consumers agreed that “Widely advertised 
products usually prove disappointing to people who buy them”; only 47 
per cent agreed that “The products of advertisers usually live up to the 
promises of quality and performance made in their advertisements.” Gen¬ 
eral disapproval of exaggeration was expressed by the fact that only 16 
per cent agreed that “It is all right for manufacturers to use advertisements 
that need to be taken with a grain of salt.” 4 

The study goes on to report many interesting differences by occupation, 
income, age, and location of consumers interviewed. For example, low- 
income consumers more frequently than those with high incomes report 
that they get “better value” from unadvertised brands of products than 
from advertised brands: 23 per cent for the highest and 31 per cent for the 
lowest income group. More of the latter think manufacturers could sell 
for less if they spent less on advertising: 51 per cent of those in the lowest 
income group in contrast with 43 per cent in the highest income group. 
Relatively more of the lowest income group feel that the advertising done 
by retail stores and manufacturers helps them in their buying; and more 
of them feel that the real justification of advertising lies in the product 
information provided: 66 per cent of the lowest income group in contrast 
with 53 per cent in the highest income group. More of die lowest income 
group feel that widely advertised products prove to be disappointing in use. 5 

Such studies, in so far as they reveal consumers’ attitudes, are of great 
importance in* indicating the type of improvement likely to meet with 
public approval. 

4 N. H. Borden, op. at., pp. 771-72. 

5 Ibid., p. 780. 
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Standards for Appraising Educational Merits of Advertising 

"The chief function of advertising is to educate/’ So stated Hotchkiss 
when addressing a meeting of the American Economic Association. 0 In 
examining a claim of this type it is necessary to consider what, after all, are 
the characteristics of a consumer educational program. The development 
of an awareness of human needs, judgment in choice making, in market 
selection and in the use of goods, are all important. Good education strives 
to present important facts and to open up important possibilities and alterna¬ 
tives, and to analyse their significance in various circumstances so that 
sound judgment is developed. No scientific formula for the good life exists; 
it is something each person must search for himself. Hence it is important 
to stimulate independent judgment based on scientific information and 
the best thought of the ages. With this standard in mind, one is ready to 
consider the educational merits of advertising: (1) its effect on the standard 
of living and (2) the assistance which it renders in market selection. 

Advertising Affects the Standard of Living 

The standard of living is a subjective concept. It consists of those things 
thought to be necessary. Much advertising effort attempts to stimulate con¬ 
sumers to buy more cars, to travel in them more miles, to smoke more 
cigarettes, to eat more meat, to drink more milk, and so on ad infinitum . 
To this end emotions arc played upon and products are glamorized. 

What effect does such urging have? Does it cause people to consume 
more of those products which are widely advertised and less of the un¬ 
advertised products? Does it cause them to increase their total consump¬ 
tion? Does it cause them to choose and use more wisely? These are ques¬ 
tions to which much speculation has been devoted. For most of them 
techniques of studying cause and effect relationships are very poor. 

Does advertising increase the demand for any one product? In answer 
to this question Borden writes: 

Study of demand for a wide range of products leads to the conclusion that 
basic trends of demand for products are determined primarily by underlying 
social and environmental conditions, and that advertising by itself serves not 
so much to increase the demand for the product as to speed up the expansion 
of demand that would come from favorable conditions, or to retard adverse 
demand trends due to unfavorable conditions. 7 

Through advertising people may, to some extent, be shaken out of old 
habits, tempted to try new goods, and aroused to new experiences that may 

6 “An Economic Defense of Advertising,** Am. Ec. Rev., voL XXV (supp.), 8. 

7 Op. at., p. 843. 
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contribute to their fuller development and joy in life. Undoubtedly ad¬ 
vertising is partly responsible for the rapidity with which the American 
public has become acquainted with the automobile, radio, and electric 
washing machine. Without advertising consumers, for a longer period than 
otherwise, might tend to undervalue new goods because of ignorance and 
inertia, and overvalue old familiar goods because of custom and prejudice. 
By having the merits of a producr pointed out to them by advertisers, peo¬ 
ple may even learn how to appreciate more fully old familiar goods long 
since taken for granted. 

An upward pressure of advertising on demand in general might find ex¬ 
pression in families increasing their present consumption at the cost of 
sacrificing savings and going into debt. Approximately 50 per cent of the 
consumers questioned in the Gallup poll felt that advertising was responsi¬ 
ble for extravagance and debt. Some people hold that the creation of new 
wants by advertising brings discontent and dissatisfaction, and that this 
may cause people to revalue customary practices, perhaps to budget and 
to spend more carefully than before. It may cause them to seek a higher 
money income, perhaps through increased effort on the part of those already 
earning, or by the wife’s seeking gainful employment. Industrial unrest may 
arise. There may be agitations for wage increases, for more “free goods” 
to supplement money income. 

Where no opportunity to increase income exists, the effect may be un¬ 
desirable. Some people believe that “Persistent and intense stimulation in 
itself might produce restless, uncoordinated activity.” 8 

The suspicion or belief that advertising may not have a good effect on 
the standard of living arises in large measure from the nature of the seller's 
interest. His primary purpose is to sell. Consumers benefit only if the seller’s 
interest happens to coincide with theirs. Advertising is also viewed with 
suspicion, because of its extensive use of emotional appeals, designed to 
hypnotize buyers, to dull their critical faculties, to interfere with decisions 
based on information and made only after a calm deliberate weighing of 
the relative merits of various goods. The emotional appeals in some cases 
are crude and vulgar. 

Objection is sometimes taken to the emphasis put on being “up-to-the- 
minute,” the purpose of such emphasis being to increase the obsolescence 
rate of the goods already on hand and induce consumers to make larger 
outlays in order to have new products. In the process it is necessary to 
arouse a sense of dissatisfaction with the goods already possessed. 

Some people also complain of the commercial exploitation of established 
customs; e. g^ Thanksgiving, Christmas, Mother’s Day. Aggressive selling 
has so commercialized these events that much of their old significance is 

8 D. Katz and R. L. Schanck, Social Psychology, 1938, p. 246 
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lost. The spirit of the thing is destroyed by the continued and blatant 
emphasis on “Buy,” “Buy ” u Buv ” 

Its appeal also to young children is a source of annoyance to many parents. 
Such a book as Grumbine, Reaching Juvenile Markets, stresses “the psy¬ 
chology of juvenile appeal ” how to “capitalize opportunity,” “selling chil¬ 
dren through schools.” It shows little concern for education in choice mak¬ 
ing and is highly exploitative in its approach. The emotions of children 
are to be played upon. They are urged to get their mothers to buy this 
cereal, that malted drink so that Annie or Jackie, prominent in the far-too- 
exciting adventure, will be able to return the following week and continue 
the story, or even be rescued from some terrible predicament. Premiums 
appealing to children are offered, clubs are formed and membership badges 
sent, if and when a specified number of carton tops or other evidence of 
purchase are sent in. No amount of reasoning avails to convince children 
that another brand might be equally good or even better. Contests, “teasers” 
of various sorts, are used to ensnare their interest, to ensure continued 
loyalty to the program, and to prevent them from straying to competing 
programs, often broadcast at the same hour. 9 

Some people suspect that advertising causes lack of balance in the standard 
of living, because it directs attention much more frequently to one type of 
consumer experience than to another. They point to the fact that many 
goods are not branded and hence are not featured in brand advertising, 
c.g., most fresh vegetables and many fresh fruits. Clothing, apart from 
shoes and stockings, is branded only to a limited extent. 

The relative concentration of brand advertising in national magazines 
on certain types of products in contrast to others is indicated by the data 
in Table 50. 10 In this type of advertising proprietary medicine, automobiles, 
tobacco products, and cosmetics rate very high in relation to their relative 
share of family income. If food advertising were broken down, flour and 
yeast advertising would, for example, stand out as very important. 

Several questions thus arise. If the volume of advertising is relatively 
large and at the same time characterized by much exaggeration does not 
the need for impartial consumer education become even more pressing? Is 
the large volume of advertising of one type of product and the small volume 
in others likely to cause an undue expansion of consumption in some lines? 
Would an expansion of consumption along the lines in which there is 
greatest pressure in commodity advertising result in a “higher standard,” 
or more “balanced spending”? Should curricula for consumer education 

• See, for example, Sidonie M. Gruenberg, “The Radio and the Child/* Annals, vol. 
CLXXVII (1935, Jan.), 123-28; and R. L. Palmer and I. M. Alpher, 40,000,000 Guinea Pig 
Children , 1937. 

10 For description of this study see either first or second edition of this book. 
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Table 50: Relative Importance of Advertising Space Devoted to Specified Consumer 
Goods, in Selected Magazines, 1935, and Estimated Percentage of Family Income Going 
to Certain Items in 1935-36 


commodities 

PERCENT AGE OF CONSUMER 

advertising space in 

selected MAGAZINES 

percentage of family 

INCOME GOING TO 
CERTAIN ITEMS * 

Farm 

General and 
women's 


Total 

100.00 

100.00 

700.00 

Food 

16.21 

25.1 

28A 

Food {not otherwise specified \ 

15.08 

22.3 


Confectionery, peanuts, gum, soft drinks 

0.70 

1.0 


Yeast, cod liver oil 

0.43 

1.8 


Housing 

18.02 

17-1 

l8.2 

Budding materials, water systems, 




power plants* 

2.03 

0.7 


Household equipment 1 * 

6.92 

7-7 

2.X 

Furnishings and furniture 

694 

8.6 

1.8 

Gardens and grounds {seeds fit tools) 

2.13 

0.1 


Household cleansers including paints 




and varnishes 

7.04 

6a 


Clothing 

6.03 

6.2 

8.7 

Yams and sewing materials 

0.50 

0.3 


Wearing apparel including watches 




and jewelry 

5.53 

5-9 


Personal cleansers and cosmetics 

6.24 

7 5-5 

oA 

Recreation and education 

2-35 

3-9 

4 * 

Games, kodaks, and bicycles 

0.04 

T.I 

Guns and ammunition 

1.84 



Pets and pet supplies 

0.24 

0.3 


Musical instruments and sheet music 

0.03 



Books and magazines 

0.17 

0.8 


Equipment and supplies (typewriters, 




stationery, pens, etc.) 

0.03 

i -7 


Cigarettes and tobacco 

7-12 

2.9 

1.6 

Automobile equipment and supplies 

293?* 

16.1 

7.0 

Proprietary medicines and devices 

728 

6.2 

0.6 d 

Miscellaneous 

0.18 

0.9 



* National Resources Committee, Family Expenditures in the United States, 1933-36, 
1941, pp. 37, 39, 43, 44. 

* All material that was built into the house structure was included here. 

b Included here were all cooking, cleaning, and other machines, as sewing machines. 
c It is felt that this greatly overestimates the significance of automobile advertising for 
consumer use. In farm magazines truck advertising for farm use goes along with automobiles. 
d This includes all medicines and drugs. 

* “Other household operations'* including many things other than “household cleansers.” 

in schools and colleges be deliberately planned to offset the possible effect 
which the excessive advertising in some lines may have on choice? 

Baster in his interesting appraisal of advertising says: 
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Economic activities providing easily advertised goods (like entertainments— 
especially the film industry—patented or trade-marked foods and drinks, patent 
medicines, cosmetics, and insurance) may become over-expanded, relative to the 
“real” needs of the consumer, whereas those providing goods not so fortunate 
in this respect (like railways, ... or education) tend to be underdeveloped. 
The uneven effect of advertising technique m the different departments of 
consumption therefore tends to distort the productive process in the direction 
of employing an excess proportion of the communityV resources in producing 
things which people can be easily persuaded to want, with the necessary con¬ 
sequences of an insufficient output of other things. . . . 

If the spending of leisure also requires the spending of money, we arc surfeited 
with every kind of commercial advice; but it would obviously not pay anyone 
to advise us to do nothing, however desirable that might be in certain circum¬ 
stances. Equally, advertisements which merely asked people to employ their 
leisure time m thinking would clearly never become a commercial proposition. 
Thus there is some ground for believing that the distortion of the productive 
process even extends to misplaced emphasis on activity, as against absence of 
activity in leisure. 11 

A member of the American Dental Association recently announced that 
there is as much dental decay now as 100 years ago and that “People spend 
$1,600,000,000 a year on tobacco, and this is $200,000,000 a year more than 
they spend on all medical care, including surgery and dentistry.” 12 Who 
is to say what part advertising has in this difference? What should be done 
about it apart from developing an educational program that stresses wise 
choice making? 


The Consumers’ Defense 

Far from accurate is it to picture consumers as automatons, turning this 
way and that according to the most recent stimulus received, helpless, 
baffled, bewildered, in the midst of a flood of advertising, emotionally 
distraught, dazed, and torn by conflicting claims thrust upon them. One 
exaggerated claim, or highly emotional appeal, tends to neutralize the pos¬ 
sible influence of others. An immunity of amusement, contempt, and in¬ 
difference develops. Common sense still functions, however feebly. When 
all products and brands claim to be essential and to contribute to health 
and a happy family life (or to anything else desired) there develops an 
immunity to claims in general. 

Another consumer defense lies in the limited income available. Ad¬ 
vertising may momentarily make the need for certain goods seem impera¬ 
tive. But a choice must be made. All goods wanted cannot be secured. 
Old habits of spending hold purchases fairly steady. A large part of ad- 

11 A. S. J. Bastcr, Advertising Reconsidered , 1935, pp. 96-98. 

12 Time , Nov. 10, 1941, p. 39. 
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vertising invades the home and here the accustomed standard makes itself 
most strongly felt. Immediate action is not possible. The impulse passes; 
and the magnitude of one’s need declines. As a result aggressive advertising 
may be less disastrous to consumers than aggressive personal salesmanship. 

Consumers are of course not dependent on advertising. Information, 
some at least unbiased, can be secured from other sources. It is not enough 
that consumers be left to seek out the much needed information. Palmer, 
former President of the American College of Dentists and editor of the 
New Yor{ Journal of Dentists , speaks of the “protective armor of knowl¬ 
edge” which consumers need to ensure them against the harmful effect 
of dental nostrums for which exaggerated claims are made. 13 In many other 
fields a policy of aggressive consumer education is needed. 

Consumers could of course protect themselves much more than they do. 
The systematic reading of even a few advertisements would indicate the 
evasion, the attempts to imply things which if true would in most cases be 
definitely stated. Consciousness of the seller’s point of view would make 
most buyers less gullible. 

Unconscious resistance of consumers to advertising is well illustrated by 
the fruitless efforts made from time to time to change fashion, to introduce 
a new mode. If felt hats are in style for summer sport wear, no effort on 
the part of advertisers will sell many straw ones. The advertiser puts out 
a few feelers, and if no response is forthcoming, another line is tried. The 
many fruitless efforts of advertisers to introduce a new fashion or product 
has led some people to disparage greatly the importance of advertising in 
influencing choices. Nystrom, for example, maintains that fashion is more 
powerful than sales promotion. 14 

Advertising and Market Selection 

The most obvious effect of brand advertising lies in its power to influence 
consumers’ choice of brand. This power of course is only of value to a seller 
in so far as advertising stimulates “a volume of sales at prices which more 
than cover all costs including the advertising outlay.” 15 Opportunity to 
stimulate selective demand, i. e., brand preference for a particular product 
is, in Borden’s opinion, most likely to be present under the following con¬ 
ditions: 

1. When there is substantial chance for differentiation of the product. 

2. When consumer satisfaction depends largely on hidden qualities that can¬ 
not easily be judged at the time oi purchase, for instance in toilet soap in 
contrast with green vegetables. 

18 Paytng Through the Teeth, 1935. 

14 Paul H. Nystrom, Economics of Fashions, 1928. 

15 N H. Borden, op. ctt., p. 844. 
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3. When strong emotional buying motives exist, such as protection of health 
or enhancement of social position* 16 

If the product has gadgets and other physical characteristics which make 
it different from available substitute brands, the advertising gives a means 
of emphasizing these differences to consumers and pointing out what may 
be merits to many people. The so-called hidden qualities on which much o£ 
the advertising of cosmetics and proprietary medicines for example depends 
are in many cases more imaginary than real. 

How much assistance does advertising give consumers in selecting among 
the close substitutes which are available in the market? Wise choice is as¬ 
sumed to be informed choice, a choice through which consumers get the 
qualities they want, without having to pay any more for what they want 
than is necessary. 

The defects of advertising as an aid in market selection lie in its failure 
to disclose many important facts not found elsewhere in the marketing 
process, and in its frequent use of irrelevant facts that confuse consumers 
and divert attention from important facts. There are some outright lies, 
false claims, and mis-statements as to price and quality; fictitious testimonial 
experience is given. In addition exaggeration and intentional ambiguities 
are common. Advertisers may look upon their exaggeration merely as trade 
puffing. When criticized for it they commonly claim that it can do no harm 
since no one believes it. Probably advertisers do not. How could they? 
But not everyone is capable of discounting the exaggeration sufficiently. 
Much advertising is directed to children, and to adults as naive as most 
children. One cannot but wonder what effect such widespread exaggera¬ 
tion may have on society’s standard of truthfulness. 

It has already been pointed out that information in advertising varies 
greatly with the type of advertising. Brand advertising is likely to give a 
general description of the product, with broad claims rather than special 
facts concerning its quality. Information on where to find and how to use 
it is frequently given. Consumers are urged to identify the product by 
brand name. 

Two questions now arise: (1) Why is more specific information not 
given? (2) What information important to consumers is largely lacking? 

The explanation of the lack, in advertising, of description in standard 
terms must be sought in the nature of the product and the inadequate 
development of testing and descriptive technique; the extent to which con¬ 
sumers express a desire for information, advertisers’ ideas about consumer 
psychology, and the place of advertising in the sellers’ whole scheme of 
providing information for consumers. 


16 Ibid ,, p. xxvii. 
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Testing and descriptive techniques as means of imparting specific in¬ 
formation are in an elementary stage of development. It is true that some 
qualities of products, e.g., flavor of food, odor of perfume, the soothing 
quality of cold cream, are likely to evade scientific test for a long time to 
come. In many products the tests developed apply only to a limited number 
of the characteristics important to consumers. 

Tests for some products have been developed, but non-technical language 
for making the findings available to people is not yet developed. Some of 
these shortcomings will be corrected in time. 17 

Do consumers want more specific information in advertising? Consumer 
educators say that it should be given, the Gallup polls indicate that a large 
number of consumers feel that insufficient information is provided. Why 
is more specific information not given? An advertiser to whom this ques¬ 
tion is put may reply that vague information plus well-chosen appeals and 
convincing claims constitute the most effective method of selling. Brand 
advertising in large measure is designed to take the product out of com¬ 
petition. The seller aspires to have buyers rely on his assurance as to quality 
and to use trade names as a guide in the market. Specific information about 
quality in products awaits pressure from consumers. It awaits their refusal 
to buy without important facts. Unfortunately, buyers are poorly informed 
as to important facts needed, and ways in which goods might better be 
described. 

Advertising is of course not the only means of providing consumers with 
information. Labels attached to products may be used. These two means 
should supplement each other, the more detailed information being pro¬ 
vided in the labeling. The information in the advertising should, however, 
be at least sufficient to help consumers to decide whether the product should 
be investigated further. Consumers are interested in the quality of a 
product described in standard terms. They are also interested in possible 
substitutes that might be used and relative costs. It seems reasonable to 
expect advertisers to go much further than they have in providing specific 
information concerning quality. For a long time to come consumers will 
probably have to get information on comparative cost from other sources. 

Advertisements, at times, appear misleading because information on 
relative advantage is lacking. For example, in the Saturday Evening Post 
appeared an advertisement emphasizing the importance of citrus juices 
for sound gums. Citrus fruits, it is pointed out, “contain all four of the 
now known protective essentials—vitamins A, B, C, and calcium.” The 
California Fruit Growers Exchange announces that “Two large glasses of 
fresh orange juice, each with the juice of half a lemon, are now the daily 
rule.” For proof one is referred to a fascinating booklet which purports to 
17 For further discussion see Chapter XXVI. 
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have condensed a 250-page report of the medical and dental professions, 
containing the result of three and one-half years of research at the Uni¬ 
versity of Chicago. In the booklet one is told ‘how one diet change lessened 
gum troubles 83 per cent ” “how tooth decay was reduced 57 per cent.” 
Completely ignored in the advertisement is the fact that not one change 
but many would effect dental improvement, that there are many other 
sources of the vitamins other than citrus fruits which, in some places and at 
some times, are much less expensive and very effective in maintaining 
health, e.g., tomato and sauerkraut juices, cabbage, peas, spinach. 

General Educational Merits 

Looking at the defects of advertising what do we see? Even the most 
careless reader can readily put his finger on dozens of advertisements having 
little or no educational merit from the standpoint of consumers. Advertis¬ 
ing is a profit-making business manned by experts in the art of persuasion. 
It is designed first, foremost, and finally to sell goods. The test of its suc¬ 
cess lies in its effect on the profit of the one who pays for it. The seller uses 
it to create a desire for a product, to reduce consumers’ sales resistance, and 
to make them ready to accept the product when they see it in the market. 
To this end vulgarity, crudity, misleading information, exploitation of all 
human weaknesses may be winked at, condoned, or promoted. For the 
most part no mention is made of defects in products, and inferior products 
have been passed off as superior. Many advertisers have little or no direct 
interest in consumer welfare as such. The buyer must protect himself. 
Moriarty describes the situation thus: 

As advertising is paid for by producers ... we shall expect to see it perform 
services for the consumer in the main only as by performing such services it 
serves the producer . . . Whatever benefit comes to the consumer comes to 
him only ... as conferred by the producer to secure his cooperation. 18 

It may pay a manufacturer to “educate” consumers to buy his products 
even though they contribute little to his welfare. The American Medical 
Association, referring to Listerine, states: 

The vast income of the Lambert Pharmacal Company from this preparation is 
testimony to but one thing—that modem advertising pays regardless of the 
actual merit of the product, regardless of any scientific demonstration of lack 
of efficiency. 19 

On the other hand some advertising does provide useful information and 
some advertisers are showing considerable interest in providing more. All 

18 W. P. Moriarty, Economics of Marketing and Advertising, p. 378. 

19 Jour . of AMA ., voi. XCVI (1931, April 18), 1308. 
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information, even though designed to increase sales, is not exploitative 
in its effect. 

There seems little doubt that advertisers individually and collectively 
can do a much better educational job than they are at present doing. In 
this respect some advertisers are far ahead of others. But sellers through 
advertising and other means probably never will do a completely educa¬ 
tional job either in choice making or market selection. They should not 
be expected to do it, and furthermore, they should not claim that they do 
it. Consumers’ educational programs in the schools and elsewhere should 
provide broad education which, among other things, makes consumers 
aware of the limitations of advertising, as well as how to benefit from what 
facts it does provide. 

During 1942 the Office of Defense Health and Welfare became an im¬ 
portant factor in increasing the nutritional information in advertising. 
Posters were prepared highlighting the theme “u.s. needs us strong,” and 
sound nutritional rules to guide consumers in choice of food. A policy 
concerning the use of these was announced. The result has been a great 
increase in the educational contribution from food advertising. 

Advertising and the Price Consumers are Willing to Pay 

The relationship of advertising to the price consumers are willing to 
pay can be studied in two ways, i. e., by asking consumers what they do, 
and by observing their market behavior. 

The magazine Fortune conducted a survey in which a large number of 
people were asked: “When you buy canned goods, groceries, drugs and toilet 
items, do you think the difference in price between nationally advertised 
brands and unadvertised brands represents a worth-while difference in 
quality?” In the replies 45 per cent of the men and 50 per cent of the 
women answered “Yes.” 20 

In Gallup polls in 1939 and 1940, 72 and 73 per cent respectively of the 
consumers stated that they “were willing to pay more” for a product backed 
with a nationally known brand name. 

The power of advertising to raise the price of a brand above the level of 
the prices of similar products which are little advertised varies greatly with 
type of product. The prices of proprietary versus non-proprietary drugs, 
or in other words, brand versus bulk drugs reported in Table 51 provide an 
important example of a type of consumer good for which brand advertising 
makes it possible for the seller to get a relatively high price. 

Borden’s study, already referred to, examined the relationship of advertis¬ 
ing to the price of several products. He reports: 

20 Fortune, July, 1937, pp. 104-6. 
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Table 51: Comparison of the Relative Prices of Identical Substances Sold 
Respectively Under Protected and Nov-Protected Names 

wholesale druggists' prices 
MAY, 1930* 


PROPRIETARY non-proprietary 



Peroz . 


Peroz . 

Phenacetin 

$0.63 

Acetphenetidin 

$0.20 

Aspirin Bayer 

0.85 

Acetjlsalicylic Add 

0.15 

Veronal 

3.00 

Barbital 

0.70 

Veronal Sodium 

3.00 

Barbital Sodium 

0.75 

Atophan 

2.75 

Cinchophen 

0.40 

Duotal-Winthrop 

1.07 

Guaiacol Carbonate 

0.31 

Urotropm 

0.60 

Methcnamine 

0.14 

Luminal 

6.90 

Phenobarbital 

3-35 

Luminal Sodium 

6.90 

Phenobarbital Sodium 

3-25 

Trional-Winthrop 

1.90 

Sulphonethylmethane 

0.46 

Aristol-Winthrop 

1.80 

Thymol Iodide 

0.68 

Tolysin 

2.25 

Neocinchophen 

0.97 

Total 

$31-65 

Total 

$11.26 


* Source: Dr. Paul N. Leech, “Drug Reform—Medical and Dental,” J. Am. Dental Ass’n, 
vol. XVin (1931), 81 

The cost of the proprietary names to the consumer is $20.39 (out of total selling price 
of $31-65). 

Consumers have been given the option of buying numerous forms of dentifrice 
at lower prices than those asked for the leading advertised brands, but so 
strong has been the influence of advertising that consumers have been willing 
to pay substantially higher prices for the advertised brands than for the unad¬ 
vertised. 21 

Whatever influence advertising has had on building brand preference for this 
almost standardized product [sugar], it has not made it possible for any seller 
to secure a price differential for his brand.- 2 

Advertising has helped certain manufacturers [of sheeting] to build a large 
and relatively stable volume of demand for their brands at prices somewhat 
above those received for little-known brands of similar grade. On the other 
hand, the evidence indicates that this price differential cannot widen much 
without demand turning to the lower-price, less-advertised brands. 28 

Consumers have had a wide choice, including the opportunity of buying 
[cosmetics] on price appeal. They have not availed themselves of such op¬ 
portunities, however, and have preferred to buy well-known brands at higher 
prices. 2 * 

It appears that in the flour industry there is no lack of active price competition; 
yet reputation and possible quality differences permit a substantial difference 
to persist [between widely advertised and little advertised brands]. 23 

91 Op. at., p. 555 - 
**lbid., p. 560. 

28 Ibid., pp. 320-21. 

24 Ibid., pp. 584-85. 

25 1 bid., p. 586. 
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The reputation established by the manufacturers [of canned milk] has per¬ 
mitted them to get a slightly higher price than the less-advertised distributors’ 
brands; yet the differential in this case is relatively narrow. 26 

Does Advertising Increase Price Competition? 

Advertising is a competitive tool To the extent that it provides means 
of comparing the qualities of substitute products and gives facts about or 
stresses price it tends to increase price competition. Mail order catalogues 
and much retail advertising, e. g., that of grocery supermarkets, have stressed 
comparative prices. Some brand advertising stresses the economy appeal. 
Over a period of time a considerable price reduction may occur among 
brands the advertising of which focuses attention on quality. Borden writes: 

In the history of the mechanical refrigerator industry there is clear evidence 
of competition on price accompanying strong competition in advertising, selling, 
and quality improvement 27 

Advertising that stresses price per unit to the exclusion of other things 
important to consumers, and thus diverts attention from price per pound 
or price for a given quality, may be attempting to check price competition, 
since price has meaning only in terms of quantity and quality. 

But much advertising sets out to exploit consumer ignorance of quality, 
to make consumers think that there is a difference in quality where none 
exists. If consumers knew the composition of many proprietary medicines 
and cosmetics, for example, they might refuse to buy at the prices commonly 
charged. During the depression years, especially in 1932 and 1933, com¬ 
plaints were made by certain canners that their advertised brands were 
bringing little or no more than other brands. Canners do not seem to ap¬ 
preciate the irony of their complaints. In part they were lamenting the 
fact that housewives because of their increased desire to economize, to save 
even a few cents, were less influenced than formerly by unwarranted claims 
of superiority. The consumer’s lack of knowledge frequendy makes it pos¬ 
sible through advertising, and other sales methods as well, for a company 
to sell its product for years at a price much above the price of competing 
products. Read the story of the launching of the national brands; in many 
cases the first step taken was to increase the price. This was done for two 
reasons: to create by high price the impression of high quality, and to 
provide a margin to cover the costs of advertising. 

The Advisory Committee of the advertising study by Borden states: 

The study indicates that advertising has the effect of slowing up the develop¬ 
ment of price competition but that it rarely succeeds in preventing price com¬ 
petition over longer periods of time. 

28 Xbtd v p. 587. 

Ibid., p. 575. 
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1. Price competition commonly asserts itself in periods of depression, though 
it is clear that many businessmen delay too long in reducing prices at such 
rime. 

2. Competing firms carry on a continual contest for advantage, and this rivalry 
takes many forms which are in lieu of price competition . . bur which 
ultimately break out in the form of price competition. . . - 2S 


Advertising Expenditures 

The nation’s advertising bill is a large one and has been mounting. Borden 
estimates that advertising expenditures amounted in 1935 to approximately 
3 per cent of the national income, and 7 per cent of the total cost of distribu¬ 
tion. 29 The amounts spent on advertising during 1935 in important media 
were as follows: 30 


Newspapers 

Periodicals other than newspapers 
Radio 

Signs and advertising novelties 
Outdoor advertising 
Car cards 
Direct advertising 


$519,000,000 

200,000,000 

105,000,000 

74,000,000 

38,000,000 

13,500,000 

500,000,000 


The significance of expenditures for advertising has been the subject 
of much debate. Advertisers during 1941 conducted a campaign to impress 
the public with how very, very little advertising costs. The popular radio 
program, “One Man’s Family,” was one of the many mediums used. In 
stressing the low cost of advertising statements are likely to be very care¬ 
fully selected: The average advertising cost of cigarettes is a little more 
than Y 2 a cent a package. The average cost of advertising Campbell’s Soup 
is only 3 %oooths of a cent per can. 81 Items with high advertising costs 
are likely to be omitted from the story—nor is attention given to the fact 
that l /i a cent per cigarette package is likely to be $28,809,000 a year. 

At the present time the Federal Trade Commission is carrying on an 
investigation in which advertising expense is studied in relation to total 
sales. Preliminary reports have been made. One-sixth of the advertisers 
spend more than 5 per cent of sales on advertising. Advertising in such 
case must get close to 10 per cent of the dollar that goes to distribution 
as a whole. 

Lowest advertising cost, 0.09 per cent, is in the beet-sugar refining industry . . . 
highest is the cosmetic industry, 20.65 ccnt - Ini dothing and textile manu¬ 
facturing, advertising expenses range from 025 per cent for woolen products 

28 Ibid., p. min. 

p.837. 

90 Ibid ., p. 54. 

81 Does Distribution Cost Too Much? p. 227, and N. H. Borden, op . ciu, p. 229. 
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to 4.94 per cent for men’s and boys* clothing. Household equipment manufac¬ 
turers spend from 1.27 per cent for glassware to 5.28 per cent for silverware; 
and automotive and petroleum manufacturers from 0.98 per cent for parts 
and accessories to 2.33 per cent for motor vehicles. 32 

It would be very interesting to compare the relative importance of ad¬ 
vertising costs with the degree of consumer ignorance about the relative 
merits of brands. Ignorance certainly runs high in cosmetics. 

In studying advertising costs, questions of definition arise. For example, 
to what extent is fancy packaging to be looked upon as an advertising 
cost? Its function of suggesting high quality and getting attention is iden¬ 
tical with that of advertising. In various reports it is not always clear what 
has been included under advertising. 

Does advertising cost represent waste? One thing is certain, the size of 
the advertising bill to be paid is not a measure of waste. 

Waste in Advertising as Judged by Entrepreneurs 

Waste can be studied both from the viewpoint of the entrepreneur and 
of consumers. To the former advertising is a means of greater profit. He 
undertakes an advertising program anticipating, because of it, either an 
increase in his gross income by at least enough to cover added costs, or a 
decrease in other costs enough to increase his net returns. To him advertis¬ 
ing is only one method of selling. Many manufacturers, for example, may 
find advertising a less expensive method than having numerous salesmen 
throughout the country drumming up business. Retailers may find that 
people attracted to the store by advertising spend less time in shopping 
about preparatory to buying; they have been partly informed as to what 
to expect. Advertising is also useful as a means of reducing risk. Manu¬ 
facturers, even though they do not sell direedy to consumers, reach them 
through advertising. If consumers request a specific brand of their retailer 
then the manufacturer has little difficulty in getting the retailer to stock 
his goods. Thus, even without establishing his own store, he is to some 
extent independent of the whims of retailers and has some assurance that 
month after month his product will be stocked. Advertising by the manu¬ 
facturer may also reduce retail selling costs. Ready acceptance of a brand 
may bring rapid turnover and less personal selling. 

If advertising brings a larger volume of sales, the per unit cost of cer¬ 
tain processes, for example manufacturing, may decline. The result of 
this larger volume may be that total per unit cost, including advertising, 
is lower than before. 83 The possibility of lowering manufacturing costs 

** Consumer News Digest, August 15, 1941. 

99 Baster points out that in so far as advertising helps to maintain mass production, it is 
a factor making individuality more expensive 
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with increasing output constitutes a very important factor leading certain 
manufacturers to increase advertising expenditures. Larger volume to one 
manufacturer may come from bringing in new buyers for that type of 
product, or from causing former purchasers to take larger amounts than 
before. 

For many products, however, larger sales come from persuading peo¬ 
ple to buy one brand in place of another brand or an unbranded product. 
In this case there is no increase in total demand. A shifting of production 
from one manufacturer to another has occurred. One has gained volume, 
the other has lost volume. If advertising makes it possible for the more 
efficient manufacturers to produce more and more of the total volume, 
economy in production will tend to result from the transfer of volume 
from one producer to another. The reduction in manufacturing costs which 
thus ensues may be more than enough to pay for the added advertising costs. 

The use of brands which accompanies commodity advertising has itself 
been a factor increasing cost. There are many more brands of canned peas 
and peaches, flour, tooth paste, silk stockings than there are quality varia¬ 
tions. A merchant instead of stocking three or four lines may find ten or 
more brands on his shelves. This increases the inventory he must cairy, 
decreases the stockturn, and increases cost. Advertising, in so far as it serves 
to drive out competitors, does of course work toward the elimination of 
competing brands and thus reduces brand variety. 

One other relationship between brands and advertising must be men¬ 
tioned. Advertising a brand, attempting to establish a reputation for it, 
puts pressure on the brand owner to keep quality at a high level. This 
is especially true if through experience the quality is readily revealed. One 
defective lot may undo the work of months of expensive advertising wherein 
the merits of the products have been loudly lauded. But in spite of this 
feet, many brands are not constant in quality. 

Is there waste from the standpoint of entrepreneurs? One writer says: 

There has been a considerable waste in advertising which arises not from 
competitive stimulus, but rather from such sources as ill-conceived campaigns 
and ineffective advertisements. But this type of waste has been largely the 
result of inadequate knowledge and faulty technique.* 4 

Borden is of the opinion that “the amount of waste which comes from 
failure to employ improved methods varies widely among business or¬ 
ganizations.” 86 Techniques used in reducing waste include investigations 
to find the relation of advertising to consumer demand, and to discover 
the effects of advertising. Borden expresses the opinion that 

84 R. M. Howcr, The History of an Advertising Agency, 1939, p. 623. 

85 Op. at., p. 132. 
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The development of techniques for preventing waste in the field of advertising 
has not equalled the corresponding development of techniques for preventing 
waste in production and in certain aspects of marketing. . . .° 6 

Among entrepreneurs decisions to increase or to decrease advertising 
expenditures, in many cases, entail a large element of guess, especially for 
their long-run programs. The Defense Program has brought increased 
profit taxes. Many entrepreneurs are weighing the desirability of expand¬ 
ing advertising expenditures in the hope, at this point, that reputation 
can be enhanced so that revenue will be greater at some future time when 
taxes on profits are less. Such action is likely to be denounced as unpatriotic, 
and legislative measures to prevent such “evasion” have been considered. 


Waste in Advertising from the Social Point of View 

Society benefits from having resources put to their most important use. 
Advertising as a competitive device can contribute to this end if it brings 
more efficient methods, lower costs, lower prices, and higher quality. It has 
already been pointed out that advertising which stresses product difference 
is not immune to price competition. The existence and potential develop¬ 
ment of distributors’ brands hold brand advertising in check. The effect 
of these is most important for those products concerning which con¬ 
sumers are relatively well-informed. 

Does advertising shift production from the less to the more efficient? 
To answer this question it is necessary to consider why consumers switch 
from one brand to another. The more efficient manufacturer is able to 
offer them a lower price and better quality than the less efficient and still 
continue in business. And consumers frequently do shift from one brand 
to another because price is lower and quality better. But it has been proved 
over and over again that clever advertising can cause consumers to shift 
to a product inferior in quality and high in price, especially for merchandise 
whose relative merits consumers cannot easily discover. Advertising may 
increase the sale of one product at the expense of an equally good or even 
better one, because it is able to exploit consumer ignorance. As a result 
much of the best talent has been diverted to selling and away from making 
and handling goods. In such case we pay more and more for reputation, 
and less and less for actual goods. Borden points out that 

z *lbid., p. xxviii. For discussion o£ techniques, see Braddock, Applied Psychology for Ad¬ 
vertisers, 1933, chs. XXI-XXIII; N. H. Borden and O. S. Lovekin, A Test of the Consumer 
Jury Method of Ranging Advertisements, Har. Bur. Bus. Res., Bui. 11 (1935); Henry C. T.inlr, 
The New Psychology of Selling and Advertising, 1932, chs. Ill and IV; A. T. Poffenberger, 
Psychology m Advertising, 1932, especially chs. VI and XXM. 
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The high costs [of advertising] persist because effective price competition has 
been prevented by the existence of other strong appeals which have affected 
consumers* valuations. 57 

Large sums spent in clever advertising may build up an enormous 
reputation for quality. Cost per unit to the manufacturer may be lowered. 
A very large margin of profit may result. But no benefit accrues to con¬ 
sumers until competition forces down the price. Burns points out that 
“the greater the amounts being spent upon advertising, the greater is the 
cost of creating a reputation for a new brand.” 38 He adds: “If large sums 
are needed to build up a reputation for a product potential competitors arc 
discouraged and abnormal profits may persist for a long time.” 30 

But entrepreneurs are not content to sit back, to permit rivals through 
advertising to invade “their market,” to switch their customers to other 
brands, to see their sales decline and revenue fall. To check this loss of 
patronage and to maintain “their market,” and even to increase the ad¬ 
vantage which comes from large volume of output, they too must advertise. 
The advertising efforts by competing firms have a neutralizing effect and 
may leave relative preference for brands in much the same situation as if no 
advertising had occurred. However, the advertising bills are there to be paid. 
Advertising thus has much in common with methods, other than lower 
price, which might be used to retain patronage, c. g n service competition 
and personal salesmanship. 

Suggestions are at times made that trade agreements be developed to 
scale down expenditures on advertising so as to reduce the cost of advertis¬ 
ing. Such schemes might be likened to disarmament conferences. Just as 
one nation must build more battleships because of the building done by a 
possible future enemy, so one seller must advertise because his competitor 
is advertising. If one restricts the scale of his advertising, the other will not 
feel so pressed to extend his advertising. The formulation of such agree¬ 
ments would probably present just as great obstacles as agreements con¬ 
cerning disarmaments. 40 

Some people in denouncing advertising charge it with having increased 
the demand for luxuries and semi-luxuries such as cigarettes, botded 
beverages, automobiles, radios, electric refrigerators. Advertising probably 
has increased the sale of these. But there is nothing wrong with luxuries 

* T Op. at., p. 875. 

88 The Decline of Competition, p. 384. 

89 Ibid., p.386. 

Henry C. Simons, A Positive Program for Laissez Poire, Public Policy Pamphlet No. 15, 
Univ. of Chicago Press, 1934, suggests that ‘There are interesting possibilities in progressive 
on manufacturers and jobbers according to the percentage of selling expenses to total 
expenses** (p. 34). He does not, however, develop the idea. 
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as such. To prove waste it would be necessary to show that as a conse¬ 
quence of this pressure to buy, things which would have brought greater 
satisfaction and welfare have been neglected and the standard of well¬ 
being lowered. In the absence of a measure, beyond certain physical health 
standards, what is best for people is very difficult to prove. In addition there 
are those also who feel that advertising stimulates reckless spending, depletes 
individual saving, and dries up capital funds essential to greater productive 
efficiency. In the face of enormous productive capacity, much of which 
during the 1930 s was unused, and the alleged shortage of consumer spend¬ 
ing power, this criticism in many cases has fallen on deaf ears. 

On the other hand, some people look at increased consumption and 
expanding production of automobiles, etc., and feel that advertising has 
helped to bring in a new era of prosperity. Baster warns against the 
“prosperity delusion,” that the needs of people may be “distorted by the 
uneven pressure” of skilful tactics in selling. 41 Perhaps welfare would be 
promoted and waste reduced by fewer material goods and more leisure. 

By one standard the efficiency of a system can be judged according to 
whether or not it gives consumers what they want. Do they want psycho¬ 
logical appeal? Do they want certain goods? Or do they want to have 
goods sold to them? If consumers really want advertising, if all this activity 
to sell them goods is what meets their needs, then if we accept the premise 
that free consumer choice determines what is best the very large proportion 
of productive resources going to advertising cannot be looked upon as 
wasteful. If, on the other hand, consumers only continue to pay the ad¬ 
vertising bill because they are fooled as to quality and the relative merits 
of goods, then the charge of waste because of aggressive selling is a very 
serious one. Some improvement would come through less falsehood, and 
more important still, by more truth. Informative advertising accompanied 
by informative labeling and an extensive program of consumer education 
would result in less demand manipulation, and advertising which exploits 
consumer ignorance would be reduced in importance. 

Magazines, Newspapers and Radio Programs at Low Cost 

Some people argue that even if we have to pay more for advertised than 
unadvertised products, we get newspapers, magazines, and radio programs 
at an extremely low price just because they are able to derive so much 
revenue from advertising. Without voluminous advertising, the financing 
of these things would certainly be on a very different plane. In this connec¬ 
tion Vaile raises several very interesting questions: “(1) Do we need all 
these publications or anywhere nearly all of them? (2) Is the indirect 

41 A. S. J. Baster, Advertising Reconsidered, p. 100. 
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method of paying for our current literature the cheapest and most satis¬ 
factory method? (3) Is there insidious control and warping of news by 
advertisers?” 42 Some people think that many publications might be well 
eliminated without great social loss. Certainly the “best” literature is not 
that subsidized by advertising. 

Publications are likely to be influenced by the fact that a large part of 
their revenue comes from advertising. Agnew believes that “No worth¬ 
while publication allows its editorial content to be influenced by adver¬ 
tisers.” 43 Yet the editor of The American Home, in a speech before the 
American Association of Advertising Agencies, in 1936, says: “We know, 
as you do, that this public of ours can buy good towels for 30 cents less than 
your client has to get for his. Since these extra 30 cents (the extra cents 
expected because of the advertising) is what pays for your salary and mine, 
together we might find some mighty sound reasons for selling them.” 44 

The Purchasing Agent recently announced that all advertising is to be 
abolished from its pages. In explaining change of policy which brought 
the subscription price up from $2 to $6, the editors state: 

No journal can be truly independent, critical, and untrammelcd so long as its 
existence depends primarily on the favor and good will of advertisers. No 
reputable journal hesitates for a moment on important issues, but there are 
innumerable borderline cases where expediency too often prevails over clear- 
cut editorial independence. Our purpose in abolishing advertising is to be free 
from the most remote or subconscious form of influence over editorial policies. 

Consumers’ Union, an agency rating branded products, has found little or 
no opportunity to advertise its services in newspapers and magazines 45 
An investigation of the British press reveals attempts on the part of ad¬ 
vertisers to guide editorial policy, to modify or suppress news items, to 
seek “puffs” in the editorial columns to strengthen advertising. Some 
neglect of consumer interest was found, e.g^ “high cost of distributing 
certain commodities is apt to be given little prominence.” The study con¬ 
cludes that the press and advertisers are open to criticism, because of “sup¬ 
pression of truth rather than the suggestion of the false.” 46 

Further Studies of Advertising 

The existing literature on advertising is large. Notable additions have 

42 'Economics of Advertising, pp. 54-55. 

48 Outlines of Marketing, 1936, p. 226. 

44 “Alone Together,'* Vital Speeches, Nov. 15, 1936, p. 83. See R. Lamb, The American 
Chamber of Horrors, pp. 134-41, for examples of newspaper editors* promoting the adver¬ 
tising of proprietary medicines in general considered by the medical profession to be worthless. 

45 See G. Seldes, Lords of the Press, 1938. See also R. M. Hower, The History of an Adver¬ 
tising Agency, 1939. 

48 Political and Economic Planning, Report on the British Press, 1938, pp. 188—99* 
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recently been made. In spite of this only vague answers can be made to 
many important questions that arise. Again and again investigators con¬ 
clude that “evidence is inadequate and conflicting.” Systematic study con¬ 
tinues. A major study is under way by the Federal Trade Commission. The 
Ayer Foundation for Consumer Analysis also proposes to study advertising, 
its media, promotion technique, public reaction, and scientific testing. 



CHAPTER XXIII 
CONTROL OF ADVERTISING 


The advantages and disadvantages of advertising have been examined. 
Control satisfactory to society aims in general at increasing the advantages 
indicated and decreasing the disadvantages. Many parties share in control. 
In numerous ways, some subtle, some obvious, they play upon each other. 

Suggestions for change along several lines are commonly made: (i) 
Eliminate all falsehood and fraud, including misleading implications, gross 
exaggerations and false testimonials; (2) Increase information provided; 

(3) Prevent the advertising of harmful or undesirable goods and services; 

(4) Eliminate, at least in some measure, “bad taste” in advertising; (5) 
Reduce the nuisance arising from advertising which clutters up the country¬ 
side and spoils radio programs; (6) Hold the volume of advertising in 
check so as to minimize duplication of selling effort. A decrease in con¬ 
sumer ignorance will check duplication of effort. In addition some people 
suggest that a heavy tax be levied on non-informative advertising. 

Control by Consumers 

Consumers’ response to advertising provides an important measure of 
control. Benson, President of American Association of Advertising Agen¬ 
cies, writes: “Any change in the way the consumer reacts to advertising 
will be followed quickly by changes in styles of copy.” 1 

The better informed consumers are, the less they are affected by vague 
claims of quality and emotional appeals. Increased testing of consumer 
goods and more widespread dissemination of findings thus have important 
places in advertising control. Having consumers analyse the emotional ap¬ 
peal and the vagueness of many quality claims in current advertising, as 
has been done in many consumers’ educational programs, develops con¬ 
sumer attitudes that lead to “better advertising.” 

During recent years the criticisms of advertising by consumer groups has 
led many local and national advertisers to institute truth-in-advertising 
cam paigns and attempt to provide more information. A boycott of advertis¬ 
ing by agreement among local groups has at times been tried, but the success 
of such action in correcting “defects” is not known. Certain organizations 

l “Why Worry the Cow that Gives the Milk?** Dun's Rev., Sept., 1938, p. 7. 
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purporting to represent large numbers of consumers, e. g., the Women’s 
National Radio Committee, have taken steps to reduce vulgarity and in¬ 
crease good taste in advertising. This is no simple matter. For what indeed 
is “vulgar,” and what is “good” taste? The realities of life are sometimes 
rated as vulgar, and innocent fun is suppressed by the prudish. At the same 
time the vulgarity of appeals by means of which display of wealth is used 
to stimulate people to ape their wealthy neighbors is likely to be overlooked. 

Exaggeration in advertising is subject to some automatic control. If every 
brand is “best” obviously all brands must be equal in quality or some ad¬ 
vertisers, perhaps all, are stretching a point. Skepticism is thus established 
in the minds of consumers. A lie or an exaggerated claim is most effective 
if one’s competitors stick closely to the truth. Exaggerations by one seller 
tend “to force” others to follow suit. Then at intervals advertisers find it 
necessary “to clean house,” skepticism of buyers having rendered their ap¬ 
peals ineffective. Retailers at times find the sheer novelty of emphasizing 
defects in some products offers a useful means of attracting buyers. 

The effectiveness of consumer influence through purchase is reduced by 
the fact that advertisers often do not know whether the type of advertise¬ 
ment or some one of hundreds of other factors has been responsible for the 
purchase or the failure to purchase his goods. The Roger Wolcott advertis¬ 
ing agency, in promoting certain informative labeling and advertising, 
circulated “a petition to be signed by consumers who in this way declared 
their desire for definite information as to quality of products and for labels 
and for advertising that give such facts, and their intention to give prefer¬ 
ence (other things being equal) to products so labeled and advertised.” 2 
Such signed petitions, the agency hoped, would be evidence that informa¬ 
tion is wanted by buyers as well as by theorists and reformers. 

Control of Food’Advertising by the American Medical Association 

Systematic analysis of food advertising and labeling by the A.MA. was 
begun by a Committee on Foods, first organized in 1929. In 1936 the Council 
on Foods of the A.M A. was established. “The purpose of die Council is 
to consider foods and food advertising in the light of established knowledge 
or of the best authoritative opinion concerning food and nutritive values. 

. . . Foods that appear to conform to the requirements . . . formulated are 
declared ‘accepted’ by the Council.” 3 

Processed foods have been the chief concern because it is largely through ad¬ 
vertising that the consumer is informed as to the composition and nutritive 
properties of such foods. The Council aims to render service by recognizing 

* Editorial, /. H. Ec ., vol. XXIX (1937, Jam), 37. 

8 American Medical Association, Accepted Foods and Their Nutritional Significance, 1939, 
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the products of firms which honestly desire to restrict their claims to those which 
the Council believes are well established - . . Educational food advertising 
presenting scientific information ... is considered by the Council. When such 
advertising is acceptable to the Council it may display the Council's Seal of 
Acceptance. 4 

Of advertising in particular the Council states: 

Appropriate explanations or pertinent information should accompany scientific 
statements whenever necessary to assure their correct interpretation. A primary 
duty of sponsors and writers of educational advertising should be to make 
certain that all statements not only are truthful, but will be thoroughly and 
properly understood. Educational advertising should properly evaluate foods 
with respect to those common on the market and to the requirements of an 
adequate diet. Exaggeration or implication that all nutritive values reside in a 
single food or any undue emphasis on the nutritional or physiologic values of 
any one food is a form of deception. 3 

Vague and inaccurate claims in food advertising were denounced by the 
Council from the first. These include, for example, claims that the efficiency 
of any food is demonstrated by clinical experience, that the findings secured 
through questionnaires to professional groups are evidence of merit, that 
a given food provides energy, builds blood, develops resistance to disease, 
induces sleep, or that it provides important vitamins or minerals. 

In its work the Council evolved rules governing its acceptance of foods. 
Under the following conditions a food was not acceptable: 

(1) If the manufacturer or distributor is unwilling to disclose any facts re¬ 
garding its preparation. 

(2) If it does not comply with requirements of composition, standards and 
labels formulated by the United States Food and Drug Administration. 

(3) If its identification label is not properly informative or if the trade name 
is misleading or deceptive by implication. 

(4) If the submitted advertising used in its promotion contains unwarranted 
nutritional and health claims. 8 

The decisions of the Council revealed what is considered to be defects 
of some advertising. Advertisements must be truthful in statement and 
implication. Pseudo-scientific advertisements are taboo. Technical and 
scientific statements must be carefully phrased to be in complete agreement 
with established knowledge and authoritative opinion. The term acidosis, 
for example, is considered to be so little understood “that its use in any 
advertising except that restricted to the medical profession is misleading 
and consequently disapproved. It is especially desirable that reports on 
the scientific investigation of foods intended for advertising propaganda 

4 Ibid *, p. 2. 

5 Ibid ., p. 14. 

6 Ibtd ., p. 4. 
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present the findings in such manner and with such interpretations that 
they do not distort the truth or give a one-sided view of it.” Health testi¬ 
monials “by persons unqualified to express scientific authoritative opinion” 
are not permitted. Vague claims of recommendation, approval or use by 
physicians, health or medical authorities, nurses, dietitians, are considered 
to convey misleading implications of unique nutritional or therapeutic 
values which are not true to fact. The term “adequate” is permissible only 
in connection with definite stated quantities of food and when the claim 
is supported by established knowledge. Sleep-inducing claims are not per¬ 
mitted, although advertisements for hot drinks at bedtime may state that 
they have relaxation value. No food may be described as a “health food” 
since no food is essential to health. The term “balanced” may be used only 
if its meaning is evident. The term “food value” or “nutritional value” 
should not be used synonymously with “food-energy value” and the term 
“energy food” is considered deceptive. Vague mineral and vitamin claims 
arc not allowed. Blood-building claims, it is considered, should be excluded 
from advertising. Special recommendations for children are not permitted 
for food consisting largely of chocolate or cocoa which contain considerable 
quantities of theobromin and caffeine. The committee believes that “Food 
advertising which obscures the facts of good nutrition by encouraging too 
liberal use of sweets should be condemned.” 

In 1931 the Association reported: 

The Committee on Foods up to June had studied some 500 products, of 
which only 128 had been accepted. By September it had studied 541 products, 
of which 165 had been accepted. The primary reason for this rapid progress 
has been the willingness of manufacturers who have submitted products to the 
committee to change labels and to correct advertising claims in order to make 
them acceptable. 7 

In 1940 the title of the Council on Food was changed to Council of Foods 
and Nutrition. The policy was modified “so as to concentrate its efforts on 
the important function of expressing authoritative group opinion on foods 
and nutritional claims made for them.” 8 It was felt that the Federal Food, 
Drug, and Cosmetic Act and the Wheeler-Lea Act would make unneces¬ 
sary much of the supervision of labels and advertising formerly carried on 
by the Council of Food. 

The Committee on the Scope of the Council was charged with the duty of 
developing a plan whereby the number of food products considered for accept¬ 
ance might be considerably reduced. Attention should continue to be paid to 
individual products intended for infant feeding, special foods for feeding the 
sick, and foods which have been manipulated in such a way as to enhance 

7 Editorial, vol. 97 (1931, Oct. 3), 1005. 

* July 13, 1940, p. 138. 



CONTROL OF ADVERTISING 


375 

their nutritional properties, by the addition of preparations of vitamins, minerals, 
or other dietary essentials. It would be well to devote more attention to nutri¬ 
tional claims and interpretation of laboratory and clinical reports on the nutritive 
properties of food and diets. . . . The Council deplores the lack of sound in¬ 
formation in much general advertising material which seems to be reaching 
the general public. 0 

The A.MA. is likely to have a very important part in increasing in¬ 
formation in food advertising. Its restraining effect on exaggeration can 
be clearly seen by examining, for example, cereal advertising with and 
without its seal. 

An examination of food advertisements by a group of national magazines 
appearing during 1941 revealed 22 per cent bearing the A.M.A. seal: 10 
9 per cent of those appearing in Good Housekeeping, 69 per cent of those 
in Hygeia, and 15.9 per cent of those in the other magazines examined. 

Censorship by Newspapers and Magazines 

The control of advertising by periodicals has two aspects: (1) certain 
products may be excluded; and (2) claims and statements concerning 
products may be supervised and censored, and advertisements excluded 
which do not come up to standards set. Some periodicals go so far as to 
state that they guarantee compensation for loss arising from advertisements 
appearing in their pages. This point has been discussed to some extent in 
Chapter XXI. Guaranteeing advertisements and censorship do not neces¬ 
sarily go hand in hand. 

Alcoholic beverages and proprietary medicines are probably the con¬ 
sumer goods most frequently excluded. Tobacco advertisements are also 
banned by some. On the excluded list of the Saturday Evening Post, for 
example, are advertisements of speculative land development and other 
real estate promotion, investment security advertising, alcoholic beverages, 
the general classification of “patent medicines”; certain classes of toilet 
articles such as hair dyes, and fat-reducing preparations. Some products in 
the “remedy” classification are admitted if considered safe for home use. 

Although a relatively small number of magazines have been systemati¬ 
cally studied, it seems quite certain that in the majority of cases neither 
censorship nor guarantee entirely “purifies” advertising. Either the “ex¬ 
perts” who pass on the products are far from competent, or standards 
of acceptability are low. 

Some people feel that publications could exercise more control than they 

9 July 20, 1940, pp. 218-19. 

10 The magazines examined included the March and June issues of: Good Housekeeping, 
Hygeia, Parents , and Woman’s Home Companion, and the first issues during April and 
June of the Saturday Evening Post, 
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do, that they should set up standards of “advertising believability” and 
reject all copy that does not measure up to it. 11 Such control can serve the 
very important function of going beyond legal standards which for the 
most part strike out only the worst offenses. Some protest against State 
regulation of advertising has come from the American Newspaper Pub¬ 
lishers’ Association on the ground that it violates the “freedom of the 
press.” Such protests constitute a distortion of this highly prized right, 
for surely freedom of the press cannot be interpreted to include the right 
to misrepresent and defraud. Rights and freedom to act must be accom¬ 
panied by responsibility and consideration of the welfare of others. 

Control by Trade Associations and other Business Groups 

Business groups see two facets to their problem of control with respect 
to advertising: (i) They must suppress, pacify, enlighten the critics of 
advertising, (2) They must improve advertising itself so it will do a better 
selling job and in addition arouse less criticism. Suppression of criticism 
may presume that the critics are wrong, in whole or in part, or that even 
when right they should be silent since their criticism is disturbing. Many 
examples can be found of both these attitudes. 

In 1939 the director of the Bureau of Research and Education of the 
Advertising Federation of America at a national convention stated that: 

Every advertising club should immediately appoint a committee to investigate 
the books used in its own city classrooms. If the books do not meet with the 
approval of the committee ... [it was suggested] that pressure should be 
brought to bear on the local school board. Your committee should examine 
every textbook that is used in courses on social science, civics, problems of 
democracy, citizenship, and other modern names given to studies in this field. 
Whenever you find anything that gives an untrue picture of advertising and 
business, or contains the type of propaganda found in the sample exposed to 
you, please report the information to die Federation headquarters. 13 

Other programs have been set up to “counteract the anti-advertising 
propaganda” of consumer groups, to describe the “true” contribution of 
advertising. Weld, for example, has proposed that an extensive campaign 
be initiated in which those interested in advertising unite 

(1) To correct misconceptions on the part of the public, caused by ignorance 
and prejudice, and fanned by the writings of the more radical representatives 
of the consumer movement. 

(2) To educate writers and teachers—those who write subversive books, in¬ 
cluding books on civics, etc, that are used widely in secondary schools. 
We should also try to educate theoretical economists whose books are used 

11 See for example L. E. Prichard, “The Newspaper’s Responsibility to the Consumer in 
Advertising Censorship,” /. H. Ec., Sept, 1938, pp. 445-50. 

12 Consumer Education, Oct, 1939. 
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in our colleges, and many of whom do not understand the economics of 
advertising. 

(3) To educate our law makers and Government officials, who may want to 
tax advertising, and who may advocate other unsound economic practices 
that aim at the curbing of ad\ertising. 

(4) To educate business men themsehes, who understand the economic func¬ 
tions of advertising better than formerly, but many of whom look on 
advertising as a necessary evil, and some of whom are more interested in 
immediate dividends than in sound long-time selling policies. 18 

Attempts of business groups to improve advertising may take many forms: 

(a) general criticism of each other's advertising; 

(b) dissemination of information on the characteristics of good advertising; 

(c) formulation of codes of ethics to govern behavior; 

(d) establishment of agencies to pass on advertisements and exclude those 
which do not conform to standards. 

Over and over again one advertiser tells others in his group that “super¬ 
advertising” is advertisers* worst enemy, that there should be more criticism 
of advertising from within in order to reduce that from without. Business 
as a whole has long recognized false, misleading advertising as a form 
of stealing which brings benefits to a firm only when at least the majority of 
sellers is honest. False, misleading statements on the part of one force others 
to follow suit. The greater the volume of such advertising the less effective 
becomes this method of selling. Starch says: 

Advertising, as well as other forms of business transactions, should be trust¬ 
worthy, for two reasons: First, for the general moral reason that all forms of 
human intercourse should be honest and dependable; and, secondly, for business 
reasons, that lying and cheating in advertising, in die long run, is commercial 
suicide. 14 

A very constructive step was taken by the American Association of 
Advertising Agencies in the appointment in 1940 of the Committee on 
Consumer Relations in Advertising: 

It is the Committee’s purpose to take cognizance of consumer proposals and 
trends in consumer thought and education and to analyse these trends and 
proposals in the light of their influence on advertising. The Committee is 
interested in appraising these developments and in advising with producers 
and consumers to the end that advertising will expand as a constructive social 
and economic force in American life. 18 

A recent publication of this Committee, Information in Advertising, has 
already been discussed. 

14 Printer,f ln\, July i8, 1941, pp. 59-60, 62-64. 

14 Principles of Advertising, p. 437- 

15 Release by Committee, March 4, 1941. 

Advertising Age , Oct. 14, 1940 announced the formation in Chicago of a Bureau of Buyer 
Information “designed to improve business-consumer relations in Chicago.* 9 
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Trade associations have important educational work to do in notifying 
members concerning kinds of claims and misrepresentations which are no 
longer allowed. Long lists of terms forbidden by the Federal Trade Com¬ 
mission appeared in issues of Advertising Age during 1941. 

Probably without exception trade association codes, including those of 
advertising agencies, denounce false, misleading advertising in general; 
often specify particular types. Pictorial misrepresentation, pseudo-scientific 
claims, and testimonials by noncompetents are frequently condemned. 
Trade associations through rules drawn up at Trade Practice Conferences, 
sponsored by the F.T.C., again and again have banned “false” and “in¬ 
accurate” advertising. 141 

In a declaration of ideals and principles adopted by the Advertising 
Federation of America the following statement occurs: “We agree to 
conduct our business with a due recognition that truth, honesty, and 
integrity must be the basis of every sound transaction, to consider the 
mutual interests of supplier and consumer and, therefore, to avoid any¬ 
thing tending toward misrepresentation, indecent and misleading advertis¬ 
ing, deceptive methods, or the promise of performance that cannot be 
reasonably fulfilled.” These are very fine words. Many members may ac¬ 
cept them as “the thing to say,” but they may be little more than scraps 
of paper, a false front behind which “business as usual” continues. To 
others they may represent the standard which, in time, is to be put into 
operation everywhere. One cannot but wonder how much weight the ideal 
which has been set up carries with individual members. Thus much can, of 
course, be said—advertising might be and in times past has probably been 
worse. Idealizing may impose some restraint. 

Better Business Bureaus 

The first important concerted action for advertising improvement was 
made in 1912 when the Associated Advertising Clubs of the United States 
appointed the National Vigilance Committee to help in the enforcement 
of “Truth-in-Advertising” laws. This work has since been taken over 
largely by National Better Business Bureau with its affiliated local bureaus, 
which are non-profit organizations sponsored by local businessmen. In 
1938 there were bureaus in 66 leading cities in the United States and Canada. 

Better Business Bureaus were originally established to promote more 
“truthful” local advertising. They later broadened their scope to include 
all business practices. Investigations are made. The aim is to promote 
better methods by making facts known, by moral suasion and by coopera- 

16 For further discussion of ethical code see The Service of Advertising, U. S. Chamber of 
Commerce, 1937. 
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tion with authorities. The bureaus pay no attention to “reasonable exag¬ 
gerations” even though these may deceive thousands of credulous buyers. 
Considerable attention is given to “bait” advertising, to false claims con¬ 
cerning business status, e. g., such advertisements as “Get your goods at 
wholesale prices.” Unduly low prices in advertisements of “all wool” 
blankets, or “solid” walnut furniture may bring bureau investigators to 
the store door with the early morning shoppers. 

A summary of activities of Better Business Bureaus over a 12-month 
period reports the following activities that bear on advertising: 

(1) Over 1,300 radio broadcast hours “were utilized by Bureaus to warn and 
thus to protect consumers against unfair schemes.” 

(2) A series of “fact” booklets was issued warning consumers about types of 
fraud and misrepresentation against which they should guard. 

(3) More than 45,000 advertisements were carefully “shopped” by Bureaus to 
determine their accuracy. 

(4) A “Guide for Retail Store Advertising and Selling” was issued to promote 
better local advertising. 

(5) “In the merchandise field the Bureaus reported concerted activities in 
connection with the advertisings of fabrics, furs, furniture, household 
equipment, radios, used cars, and comparative price claims. They were 
also instrumental in stopping commercial lotteries, including ‘suit dubs/ 
jewelry and furniture auctions, fake ‘going out of business* sales, and the 
operations of dishonest itinerant vendors.” 17 

In 1932 Better Business Bureaus in cooperation with advertising associa¬ 
tions set up a committee to review cases that violate sound advertising 
practices. No report of the work of this committee has been noted. The 
passage of the Wheeler-Lea Act in 1938 empowered the Federal Trade 
Commission to do much of the work staked out by this committee. 

The Defense Program bringing rise in consumer spending power and 
shortage of consumer goods even by 1940 brought a rise in prices and some 
chiseling on quality. The National Association of Better Business Bureaus 
promised it would keep consumers informed of significant changes in 
quality of merchandise. 18 

Broadcasting Companies Censor Radio Advertising 

Broadcasting companies, like publishers of newspapers and magazines, 
censor advertising. In 1940 the National Association of Broadcasters put 
a new code into effect. It does, however, little more than bar the advertising 
of spirituous or “hard liquors” and states that the broadcasters will keep 

17 National Association of Better Business Bureaus, Safeguarding Business and Consumers , 
(pamphlet). See also K. B. Back man, “Consumer Education Through Better Business Bureaus/* 
Har. Educational Rev., October, 1938, pp. 464-74. 

18 Consumer News Digest, July 15, 1941, p, 9. 
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within the law. The latter can surely not be looked upon as a very lofty 
ambition even though the achievement of such a purpose may involve con¬ 
siderable change in practices. Some stations have rules concerning the ad¬ 
vertising of laxatives, depilatories, deodorants, the mention of which might 
be considered by some to be poor taste. 

General State Control of Radio 

The Federal Radio Commission was established in 1927. In 1934 lts work 
was taken over by the Broadcast Division of the newly created Federal 
Communications Commission. Federal radio control is limited to the grant¬ 
ing of licenses. A radio station in getting its license must show that it is 
serving public interest, convenience, or necessity. Whether this authority 
will ever be interpreted so as to check undesirable advertising remains 
to be seen. 

Sufficient dissatisfaction with the use of radio facilities for commercial 
advertising was expressed to lead the Senate in 1932 to request that an 
investigation be made by the Federal Radio Commission. It was found 
that of the total hours used during 7 broadcast days, 64 per cent were used 
for sustaining programs and 36 per cent for commercial programs. Of the 
total hours used for commercial programs, sales talks and description took 
up 18 per cent of the time, or in other words, 6.6 per cent of the total broad¬ 
cast time was devoted to sales talk. 19 As a lump sum this does not appear 
large. The sales talk was not, however, delivered in this way. It is inter¬ 
spersed, and appeared frequently throughout the program 

Among the questions the Commission was asked to investigate were the 
following: 

What plans might be adopted to reduce, to limit, to control, and, perhaps, to 
eliminate the use of radio facilities for commercial advertising purposes. 

What rules or regulations have been adopted by other countries to control or 
to eliminate the use of radio facilities for commercial advertising purposes. 20 

In answering the first of these questions the Commission pointed out 
that if the present system of broadcasting by commercial enterprise con¬ 
tinues advertising cannot be eliminated. It also points out that the Com¬ 
mission might refuse to renew or might cancel licenses, but for further 
control new legislation would be needed. They also point out that it is 
easier to regulate quantity than quality, and that the Federal Trade Com¬ 
mission does have some control over radio advertising. 

Some people fed that radio control should extend far beyond the check- 

19 Commercial 'Radio Advertising , Sen. Doc. 137, 1932, pp. 31-32. For good general 
discussion of radio advertising see, H. S, Hittinger, A Decade of Radio Advertising, 1934. 

20 Commercial Radio Advertising, Sen. Doc. 137,1930, p. v. 
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ing of false statements. To them commercial broadcasting has developed 
“a medicine show using amusements to attract attention in order to sell 
goods.” Perry, of the National Committee on Education by Radio, says: 

The truth of this is obvious, and the United States is the only well developed 
country in the world whose broadcasting system has any such basis. All others 
recognize broadcasting as too .important and efficient an instrument of education 
and culture to be devoted primarily to amusement and advertising. 51 

Of control in other countries the Commission found that broadcasting 
systems under State-ownership do not as a rule accept advertising. 22 Such 
is the case in Great Britain, for example. In other cases advertising is re¬ 
stricted to short announcements. In Canada, advertising shall not exceed 
5 per cent of any program period, except by permission of the Canadian 
Radio Commission. Furthermore four and a half hours* daily entertain¬ 
ment, free from all advertising, is given by the Commission, and all ad¬ 
vertising copy is examined before it goes on the air. 

Truth-in-Advertising Laws 

In 1911 a Model Statute for “truth-in-advertising” legislation was drawn 
up by Printers ' Infa an advertising journal, which set as its goal the enact¬ 
ment of the law in every State. This statute declares that any person who, * 
in an effort to increase the sale of merchandise, publishes or disseminates 
notices, handbills, posters, pamphlets, or in any other form presents ad¬ 
vertisements which contain “any assertion, representation or statement of 
fact which is untrue, deceptive, or misleading shall be guilty of a misde¬ 
meanor.” This drive for truth in advertising, it should be noted, is nothing 
more than an attempt to eliminate falsehood. To refrain from lying and 
to tell the truth are not the same. The “truth-in-advertising” campaign 
might better be described as “no-falsehood-in-advertising.” 

The “Model” statute has been enacted in 26 States. In 13 other States an 
amended form has been adopted. In most cases the amendment makes only 
“wilful” misstatements a misdemeanor. It is very, very difficult to prove 
“intent to deceive.” 

Truth-in-advertising laws have been enacted but provision for or even 
mention of enforcement is almost wholly lacking. In Kansas it is the duty 
of the State Attorney General to prosecute any and all offenders against the 
act. In North Dakota the enforcement is a duty of sheriff, police officers, 
and health officers. The treasury agent in Wisconsin is responsible for 

21 “Weak Spots in the American System of Broadcasting;" Annals, vol. CLXXVII (1935, 
Jan.), 26 . 

22 Radio programs are financed by license fees, voluntary subscriptions, subsidies from 
religious and political parties, and from public revenue. See A. R. Burrows, “Broadcasting 
Outside the United States," Annals, vol. CLXXVII (1935, Jan.), 29-41. 
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enforcement there. All reports indicate that little active enforcement occurs. 
The mere existence of a law may at times have some slight restraining in¬ 
fluence. 


Billboard Advertising 

The control of billboard advertising as a means of promoting greater 
beauty and safety of travel has steadily become more important. Greater 
efforts than ever before are now being made to restore natural beauty to 
highways and to eliminate hazards. To forbid the use of property for bill¬ 
boards it is usually necessary to show that public welfare is involved. Many 
attempted restrictions have been held invalid. For example, an Illinois 
statute prohibited the erection of structures for advertising purposes within 
500 feet of any public park or boulevard. This law was declared uncon¬ 
stitutional. The judge rendering the decision stated: 

However desirable it may be to encourage an appreciation of the beautiful in 
art and to cultivate the taste of the people of the State, still it has never been 
the theory of our government that such matters could properly be enforced by 
statute when not connected with the safety, comfort, health, morals, and material 
welfare of the people. 28 

• There have been many similar cases. Some regulations of heights of bill¬ 
boards and distance back from road have been sustained on the grounds that 
billboards being flimsy in character may fall on people, or there is danger 
in case of fire. On the whole ordinances may prohibit the erection of in¬ 
secure billboards, or the exhibition of “improper” advertisements, but bill¬ 
boards cannot be banned merely because they are unsightly. To facilitate 
billboard regulation Massachusetts passed a constitutional amendment in 
1918 providing that advertising in public ways, in public places, and on 
private property within public view may be regulated by law. 24 

Billboard regulation may become a part of the city planning and zoning. 
Billboards may be excluded from residential districts. Cities might dis¬ 
courage billboard advertising by a high tax. 

At the present time there is considerable agitation for more billboard 
control in New York State. It does seem as if it should be possible on the 
grounds of safety to eliminate some highway signs. Perhaps the time will 
come when aesthetics will have a place with health and morals; and 
legislation to achieve beauty will be held valid. 

23 Signwor\s v. Training School, 249 Ill., 1911, p. 442. 

24 For discussion of legal aspects see N. F. Baker, The Legal Aspects of Zoning, 1927, 
pp. 18—23; L. H. Cannon, Billboards and Aesthetic Legislation, St. Louis Public Library, 
1931; and Clowry Chapman, The Law on Advertising, 1929, ch. XII; “Effective Regulation 
of Outdoor Advertising,” American City, June, 1932. 
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In Great Britain billboard advertising is regulated. The Advertising 
Regulations Act of 1907 restricts or prevents: 

the exhibition of advertisements calculated to affect injuriously the amenities 
of a public park or pleasure promenade, or to disfigure the natural beauty of a 
landscape. In 1925 the powers were extended to include advertisements that 
would disfigure or injuriously affect the view of rural scenery from a highway 
or railway, or from a public place or water, or the amenities of any village, 
or of any historic or public building or monument or any place frequented 
by the public chiefly on account of its beauty or historic interest. 25 

Federal Alcohol Control Administration 28 

Advertising control has gone further with alcoholic beverages than any 
other product. It is under the jurisdiction of the Federal Alcohol Control 
Administration. There are advertising as well as labeling requirements. 
Some of the points of interest are: (1) False advertising is prohibited, (2) 
The advertiser’s name and address must be given, (3) If the advertisement 
relates to any brand or lot of distilled spirits, it shall contain a conspicuous 
statement of the class to which the product belongs, (4) There shall be 
no statements which are inconsistent with statements on the label. And the 
label may not contain the words “guaranteed,” “warranted,” “certified” 
or similar words “except in connection with a bona fide guarantee creating 
an intelligible and enforceable guarantee to the purchaser of the product,” 
(5) The advertisement shall not contain any statement, design, or device 
representing that any distilled spirits have curative or therapeutic effects, 
if such statement is untrue in any particular, or directly or by ambiguity, 
omission, or inference tends to create a misleading impression. 27 One 
distiller was slated for a hearing by the Administration “because it was 
inferred that to be sociable and drink a certain brand was the path to suc¬ 
cess in life.” 28 

Early History of the Federal Trade Commission 

The F.T.C. was created by Congress in 1914 as the official body to pre¬ 
vent unfair methods of competition. False or misleading advertising, cal¬ 
culated to mislead and deceive the purchasing public to the damage or 
injury of competitors, is one type of unfair trade practice. From 1915 to 
1932 the F.T.C. reported 2,781 cases in full; of these 1,993 related to false 

25 Encyclopaedia Britannica, 14th ed., vol. I, p. 199. 

26 In 1935 the Federal Alcohol Commission was abolished and the Federal Alcohol Control 
Administration established in the U. S. Treasury Department 

27 False Advertising and Misbranding of Distilled Spirits, Federal Alcohol Control Ad¬ 
ministration, 1935. 

28 Printers 1 In\, May 27,1937. 
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and misleading advertising and the remainder to commercial bribery, re¬ 
straint of competition, price fixing, and so on. 20 The Commission’s first 
important victory was that with the Winstead Hosiery Company, when 
the Supreme Court upheld its order to that company to desist from selling 
articles with a small wool content as “Merino,” “Wool,” or “Worsted.” 

A study covering F.T.C. decisions from 1915 to 1926 reports 350 cases 
decided where consumers’ interests were directly affected. 30 These re¬ 
lated to: 

(a) Adulteration, i. e., representing products as 100 per cent pure when they 
were not. 

(< b ) Misbranding of commodities in respect to composition, quality, origin, 
weight. 

(r) False and misleading advertising concerning competitors and their products. 

(d) Passing off an imitation product for a genuine one, e. g., imitations of ivory, 
English broadcloth. 

(e) Simulation or appropriation of a firm or trade name. 

(/) Selling used or reconstructed goods as new goods, e. g., typewriters, tires. 
(g) Passing off the business of dealer for that of manufacturer. 

0 ) False and misleading selling schemes, e. g., selling goods in combination 
lots; offering free goods or premiums; marking fictitious exaggerated prices 
on articles to be sold at lower figures, and sale of goods as surplus Govern¬ 
ment products or having Government endorsement. 

Cease and desist orders could be issued only where proof of injury to a 
competitor was established. In the beginning the Commission acted on 
the assumption that it had the right to protect the consumer. The U. S. Su¬ 
preme Court in the case of the F.T.C. v . the Raladam Company , makers of 
Marmola, an obesity cure, removed this misconception. The decision stated: 

Findings, supported by evidence, warrant the conclusion that the preparation 
is one which cannot be used generally with safety to physical health except under 
medical direction and advice. If the necessity of protecting the public against 
dangerously misleading advertisements . . . were all that is necessary to give 
the Commission jurisdiction, the order could not be successfully assailed. But 
this is not all . . . the unfair methods must be such as injuriously affect or 
tend thus to affect the business of those competitors . . . and it is against that 
condition of affairs, and not some other, that the Commission is authorized to 
protect the public. 81 

In other words the function of the Commission was to protect competitors 
and not consumers. 

29 Ewin L. Davis, “Regulation of Radio Advertising,” Annals, vol. CLXXVII (1935, 
Jan.), 154. 

80 Eva Comegys, Protection of the Consumer Under Sections of the Pedeid Trade Com¬ 
mission' Act [Thesis], Univ. of Chicago, 1927. 

31 U. S. Supreme Court Reports, vol. 283, 1930, pp. 646-49. In 1942 the U. S. Supreme 
Court directed the Raladam Co. to cease and desist from misrepresentations concerning the 
“efficacy and safety” of Martnalo. 
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The Commission was further handicapped by lack of authority to en¬ 
force penalties and by the slowness of the process of bringing judgment 
against offenders. 


The Wheeler-Lea Act of 1938 82 

This Act increased and strengthened control over false and misleading 
advertising by the F.T.C., and is a companion piece to the Federal Food, 
Drug, and Cosmetic Act to be discussed in chapter XXV. When the latter 
was first introduced it contained provisions prohibiting false and misleading 
advertising. A storm of protests arose. Those who urged that control of 
advertising of foods, drugs, devices, and cosmetics be entrusted to the 
F.T.C. pointed to the extensive control of advertising already undertaken. 
Those who wanted such advertising control to be under the Food and 
Drug Administration contended that labeling and advertising were so 
intimately connected that separation of control was highly undesirable, 
and that the machinery of control of the Food and Drug Administration 
was the more efficient. 

The major changes which the amendment makes in the functions and 
powers of the F.T.C. are: (1) It is now directed to prevent business prac¬ 
tices which are injurious to consumers as well as those which are damaging 
to competitors. This applies to all products. (2) Through increased penalties 
and changes in procedures it can enforce its orders more effectively than 
formerly. (3) Specific powers are given it to prevent false advertising of 
foods, drugs, and cosmetics. 

The effect of this act in curbing false advertising depends on what con¬ 
stitutes an offense; and what legal procedures and penalties are provided. 

These factors will be considered and then attention will be given to en¬ 
forcement. Although the Wheeler-Lea Act in its wording concentrates on 
advertising of foods, drugs, devices, and cosmetics, much of what is specifi¬ 
cally forbidden in the advertising of these applies to the advertising of 
other products as well, since such practices would be damaging to con¬ 
sumers as well as to honest and informed sellers. Labeling as well as ad¬ 
vertising comes within the jurisdiction of the F.T.C. 

What Constitutes an Offense? 

The statute makes it unlawful for any person to disseminate a false adver¬ 
tisement by the United States mails, or by any means which is likely to 
induce the purchase of food, drugs, devices, or cosmetics. Such dissemi- 

82 See S. 1077, chapter 49, 3d session, 75th Congress; also M. Handler, “The Control of 
False Advertising under the Wheeler-Lea Act,” Law and Contemporary Problems, vol. VI, 
(1939, Winter), 91--110. 
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nation is looked upon as a deceptive act or unfair practice. The circulation 
of false advertising within a State is illegal in so far as it moves by U. S. 
mails or if it induces an interstate purchase. A false advertisement includes 
“an advertisement, other than labeling, which is misleading in a material 
respect.” In determining whether any advertisement is misleading the fol¬ 
lowing are to be taken in account: “representations made or suggested by 
statement, word, design, device, sound, or any combination thereof, but 
also the extent to which the advertisement fails to reveal facts material in 
the light of such representations or material with respect to the consequences 
which may result from the use of the commodity to which the advertise¬ 
ment relates under the conditions described in the advertisement, or under 
such conditions as are customary or usual.” 38 

The model statute for “truth-in-advertising” drawn up by Printers’ ln\ 
makes all untrue, deceptive, or misleading assertions a misdemeanor. It is 
thus stronger than the Wheeler-Lea Act which makes illegal only those mis¬ 
leading in “material respect.” Although the definition does not state out¬ 
right that the illegality of the advertising turns on whether purchasers relied 
on the false statements. Handler points out that the Restatements of Torts 
“assimilates the materiality with the requirement of reliance.” To quote: 
“A fact is material if (a) its existence or nonexistence is a matter to which 
a reasonable man would attach importance in determining his choice of 
action in the transaction in question, or (b) the maker of the representation 
knows that its recipient is likely to regard the fact as important although 
a reasonable man would not regard it so.” 34 

In indicating why he would consider such an interpretation of “material 
respect” in the Wheeler-Lea Act to be unfortunate Handler says: “There 
would be little need for advertising legislation and other forms of consumer 
protection if the advertiser made his appeal to ‘reasonable men/ It is because 
consumers are unsophisticated, because they unreasonably attach impor¬ 
tance to baseless claims, because they are lured by exaggerations, half-truths, 
ambiguities and emotional appeals . . . that legislative protection is re¬ 
quired. If a statement is important enough to be included in an advertise¬ 
ment it is important enough to be true.” 35 

Handler believes that “false advertising can only be eliminated by a pro¬ 
hibition of all falsity, material or immaterial.” He deplores the fact that 
the language in the Wheeler-Lea Act is not the same as in the Federal 
Food, Drug, and Cosmetic Act. He considers, however, that “sympathetic 

ss An exception is made for advertisements disseminated to members of the medical pro¬ 
fession if they contain no false representation of material fact and disclose quantitatively'the 
ingredients of the drug advertised. 

84 Restatement of Law of Torts (1938), 525. 

85 Handler, op. at., p. 98. 
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construction by the courts can reduce to a minimum the danger of this 
weasel phrase.” 

The Act says nothing about banning drug advertising for those diseases 
where self-medication is dangerous. It does, however, declare that adver¬ 
tising is false which fails to disclose important facts. Warnings may be 
required. 


Legal Procedures and Penalties to Check Offense 

The Wheeler-Lea Act gives the F.T.C. power to check false and mis¬ 
leading advertising in three ways: 

(1) Cease and desist orders, that is, the method formerly used in checking 
unfair trade practices. 

(2) Injunctions to restrain the dissemination of certain advertisements. 

(3) Criminal proceedings which may be used in a limited number of 
cases. 

In addition to these certain stipulations are provided, which might be lik¬ 
ened to gentlemen’s agreements. They have no force of law, hence violations 
bring no punishment. After an investigation the Commission may prepare 
a statement of the situation. If the respondent signs this statement of fact 
and agrees to discontinue the specified practice, the case is dropped. Such 
stipulations are considered highly satisfactory if violation was caused solely 
by ignorance of the law. 

Speed in checking offense is a very important characteristic of legal ma¬ 
chinery, especially in reducing harmful effects of false advertising. A major 
disadvantage of the present “cease and desist” procedure is the long period 
during which the false advertising can continue without the advertiser 
being liable to fine. For example the Commission may note the occurrence 
of false advertising. A complaint may then be issued setting forth charges 
against the advertiser. At the end of 30 days a hearing is held before trial 
examiners who submit a report to the Commission which considers the 
case. At this time the respondent has the right to be heard by the Com¬ 
mission. On the basis of the findings the Commission may issue a cease and 
desist order. The order is subject to court review. If such review is not 
sought the order becomes final at the end of 60 days. Then if a final order 
is violated a maximum fine of $5,000 may be imposed. 88 

In these proceedings a ninety-day period is required quite apart from any 
time given to investigation or hearings. The period allows plenty of time 

86 Prior to the recent amendment an order of the Commission was final only after being 
affirmed by the courts. It could be violated with impunity until it was final. And it could not 
be affirmed before proof of violation of the Commission's ruling was brought. Hence the 
Commission bad to present proof of at least two violations. 
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to launch and conclude a campaign of false advertising. Handler points 
out: “This procedure thus permits an unscrupulous advertiser to ‘play fast 
and loose* with the Commission. He can reap the profits of his misrepre¬ 
sentations until compelled to desist, and then by adopting new copy, con¬ 
tinue his depredations of the public until again forced to stop. A pro¬ 
hibition which operates prospectively, and then only after the lapse of 
considerable time, cannot have much deterrent effect on wrongdoing.” 37 
The injunction, a new power of the F.T.C., can only be used if the Com¬ 
mission has reason to believe that such proceedings “would be to the inter¬ 
est of the public.” In this way false advertising can be halted at once. Its 
importance in dealing with false advertising obviously turns on how the 
courts interpret “interest of the public.” 38 
Penalties are provided apart from violations of cease and desist orders for 
any person who disseminates a false advertisement (i) “if the use of the 
commodity advertised may be injurious to health because of results from 
such use under the conditions prescribed in the advertisement thereof, or 
under such conditions as are customary or usual,” or (2) “if such violation 
is with intent to defraud or mislead.” 89 The maximum penalty for first 
offense is $5,000 or six months’ imprisonment. 

The second clause requiring evidence of fraud is likely to reduce the 
protection afforded by the provision. The extra penalties where the use of 
the article can be shown to be injurious to health should certainly influence 
the advertising of a few proprietary medicines. 


F.T.C. Action Relating to Advertising 

Action in advertising control includes formulation of definitions used in 
describing products, and deciding on claims to be allowed and type of in¬ 
formation that must be given. In so far as these relate to foods, drugs, 
devices, and cosmetics the F.T.C. presumably works closely with the Food 
and Drug Administration which exercises control over their labeling. 

The F.T.C. reports that by June 30,1940 the Commission had completed 
991 field investigations of violation of the rule pertaining to false adver¬ 
tising of food, drugs, devices, and cosmetics (1940 Annual Report, p. 34). 
Many of these cases were dropped on the signing of a stipulation by the 
offenders. 

Up until June 30, 1940, 23 temporary injunctions had been obtained to 

87 Op. CtL , p. 105. 

88 An injunction can be used only when the Commission is bringing proceedings against 
the advertiser. If a cease and desist order is not given and upheld in the courts the injunc¬ 
tion lapses This may necessitate the expense of two court proceedings, one to get the in¬ 
junction and one to review the cease and desist order. 

89 Section 14 (a) of Wheeler-Lea Amendment 



CONTROL OF ADVERTISING 


389 

restrain the dissemination of false advertisements of various products pend¬ 
ing the determination of Commission proceedings against the advertisers: 
21 cases concerned drug products and devices, and two cases of cosmetics. 40 

During the year ending June 30, 1940 the Commission issued 200 com¬ 
plaints bearing on “alleged false advertising and misrepresentation.” These 
covered the following: 

53 false and misleading representations of therapeutic value of medicines, foods, 
and devices. 

45 misrepresentations of potency of performance or results. 

28 misrepresentations of composition, quality, ingredients, construction, or 
condition. 

17 passing off of products as possessing qualities they do not have, or as 
being made of material of a different character from that of which they 
actually were composed, “the latter classification embracing principally 
leather or furs.” 

15 misrepresentations of business status, such as size and extent of plant 
13 “passing off of domestic products as imported” or vice versa. 

11 were of fictitious price markings, including in some instances also alleged 
misrepresentation as to the character of the product. 

Perhaps the most interesting single case involving the enforcement of the 
Wheeler-Lea Act by the Federal Trade Commission has been that of Good 
Housekeeping's seal and guaranties, which has been discussed in Chap¬ 
ter XXI. Other cases against sponsoring agencies have occurred. For ex¬ 
ample, the Consumers’ Bureau of Standards was ordered to cease repre¬ 
senting that it is a “national non-profit consumers’ research and educational 
organization” testing consumer goods. Investigation revealed that no re¬ 
search laboratory was maintained. 41 

Recently a Chicago drug company tripd to gain consumer confidence by 
calling itself a “medical bureau of information.” Holding that false faqades 
are in violation of the Federal Trade Commission Act, the F.T.C. ordered 
the company to come out in the open and play fair. 42 Automotive Test Lab¬ 
oratories of America, American Health Association, Child Development 
Foundation, and General Research Foundation, are similar organizations 
against which the F.T.C. has proceeded. The changes, if any, which will 
eventually be required in the activities of these organizations, will probably 
be decided some time in the future. 

The following are interesting and fairly typical cases involving brand 

(1) A so-called cold cure is ordered to cease representing that it will prevent 
or stop colds, or enable one to breathe a cold away. 

40 Anntud Report of the F.T.C . for the year ended June 30, 1940, p, 95. 

41 F.T.C. docket no. 3718, Feb. 18, 1939. 

48 Consumersf Guide, Feb., 1939, p. 13. 
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(2) A portable typewriter is not to be represented as invariably bringing higher 
grades for students or that it is the only typewriter having certain features 
“unless and until such are the facts.” 

(3) An advertiser of a cold cream is ordered to cease its exaggerated and mis¬ 
leading claims concerning deep-reaching action and any benefits from 
vitamins contained. 

(4) An automobile advertiser is ordered to have retail prices mentioned in 
advertising include all charges for any equipment, or accessories described 
in advertisements or necessary for the operation of the car or customarily 
included as standard equipment. The makers had listed prices of cheapest 
models and pictured in the same ads the more expensive models. 

A further move against vague claims is anticipated by some. For example 
it is expected that the Commission will rule against the “dangling compara¬ 
tive”—the trick of saying that one product is better than another without 
specifying what the other is. 


F.T.C. Action Relating to Disclosure 

For products in general the F.T.C. carries on with the one change, 
namely protection of consumers as well as competitors. It relies a very 
great deal on industry codes of fair competition formulated in Trade Prac¬ 
tice Conferences. To an increased extent attention is being given to facts 
which must be disclosed in advertising and labeling. A research bulletin of 
the National Better Business Bureau states: 

The Commission, in exercising its power ... has ample authority to require 
the labeling, tagging, advertising . . . of . . . merchandise in such clear un¬ 
mistakable manner that an ordinary purchaser exercising reasonable care will 
not be misled, deceived or beguiled with buying something he has reason to 
believe is something else. It seems* equally clear that the courts will sustain 
such action. 43 

Disclosure rules have been laid down for several products. Where drugs 
may be harmful under certain conditions or may be habit-forming, adver¬ 
tising must state this fact. Where only slight harm may result, advertising 
must contain reference to warning on label Where effects may be serious, 
there must be full warning in the advertising copy. 

Rules relating to products other than food and drugs have also been laid 
down; for example, the “true nature” of furs must be disclosed. In the case 
of most fabrics the fiber must be stated, e. g., rayon, linen, silk, and fabrics 
with mixtures of these. All rayon products must bear a full non-deceptive 
disclosure of fibers in order of their predominance by weight. Full dis¬ 
closure must be made of metallic weighting in silk products. 

48 Non-Disclosure as an Unfair Practice in Advertising and Selling, 1941, p. 3. 
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The Mirror Industry Rules state that it is unfair to fail to disclose the 
kind of glass used in a mirror. 44 

In a few instances it is necessary to disclose quality grade as well as 
material. For example, the Tuna Fish Industry Trade Practice Rules state: 

In advertising, describing, representing, offering for sale or selling canned 
tuna or canned tuna products, it is an unfair trade practice to deceptively conceal 
or fail or refuse to disclose the species of tuna used in the products and the grade 
or quality thereof, or to conceal or fail or refuse to disclose any other material 
fact respecting the product, where such concealment or nondisclosure is practiced 
with the capacity and tendency or effect of thereby misleading or deceiving the 
purchasing or consuming public. 45 

Certain terms cannot be used in labeling or advertising without being 
accompanied by others. For example, a rayon product cannot bear the name 
taffeta, chiffon, velvet, without the accompanying word “rayon.” The term 
“shrunk” or “shrinkproof” shall not be used of any product which has any 
residual shrinkage unless it is immediately accompanied by some other 
words printed in equally conspicuous type so as to indicate clearly the re¬ 
sidual shrinkage. These facts in labeling or advertising are not compulsory 
so long as no reference is made to shrinkage. 

Effect of the Wheeler-Lea Act on Advertising 

The Act undoubtedly marks a considerable advance in the control of 
advertising. It is, however, clearly a compromise bill. The procedure is for 
the most part slow and the penalty for false advertising is slight. The effect 
of the Act turns largely on the interpretation by the courts of such terms as 
“misleading,” “material respect,” “interest of the public,” “customary or 
usual.” 

Its effects have been variously interpreted. Some people are loud in their 
praise. For example, Benson, President of the American Association of 
Advertising Agencies, has declared that the Act was the best thing that 
ever happened to the advertising field. 46 

Certain types of exaggeration and misrepresentation have been proceeded 
against. The question remains as to what will be permitted in their place. 
For example, Knox signed “a supplemental stipulation with the Federal 
Trade Commission by which it agreed to cease promoting gelatine as a 
means of increasing vitality and decreasing fatigue and that these claims 
have been backed up by scientific laboratory tests.” 47 Later in 1941 a pro- 

44 Rule 6, as formulated July X9, 1939. 

44 Rule 3, as formulated March 22, 1940. 

46 The American Consumer, Sept. 1938. 

47 Advertising Age, May 12,1941. 
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motional campaign was launched presenting gelatine as a means of sus¬ 
taining endurance. Two women are pictured with one woman suggesting 
to the other, who is worn out after housecleaning, that she drink Knox. 48 
Undoubtedly the drinking of Knox gelatine in water or milk has some 
merit in checking fatigue, so also have a great many other foods. Even if 
the advertisement as phrased has sufficient qualification to meet the stand¬ 
ard of truth set up by the F.T.C. it is possible that some consumers might 
be misled. On the other hand many of them may shrug their shoulders at 
what appears to be an exaggeration. 

There are also some who feel that the Commission continues to allow 
vague, fundamentally insignificant and uninforming statements to pass 
muster and as a result they conclude that the law does much less than it 
should to curb misleading advertising. 40 At the present time one need not 
look far in various magazines, nor listen long on the radio to secure evi¬ 
dence to support such a contention. 

A Further Program 

It seems highly desirable for critical appraisal of advertising by organized 
consumers 7 groups to continue; and for further attention to be given to 
securing adequate appropriations for the F.T.C. An effort should be exerted 
to get the best possible interpretation of the terms “misleading” and “decep¬ 
tion,” and to consider carefully whether disclosure of facts in advertising is 
important to the consumer in order to supplement information on the label. 
Furthermore a greater proportion of the violators of labeling and adver¬ 
tising rules should be asked to sign stipulations or be ordered to cease and 
desist. This improvement involves time and an adequate enforcement staff. 

48 Advertising Age , Sept. 8, 1941. 

48 T. S. Harding, “Advertising since the Wheeler-Lea Act,” Dynamic American , vol. 9 
( 1939 , Sept.). 
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CHAPTER XXIV 

NON-LABELING GUIDES TO QUALITY 

The most perplexing problem of consumers is that of judging or evaluating 
the quality of goods, appraising their usefulness for various purposes, dis¬ 
covering which commodities arc best in view of price. Wisdom in selection 
depends first of all on buyers’ knowing what qualities are suitable, then on 
their being able to recognize them, and finally on a correct appraisal of their 
merits with reference to cost. For any one commodity many characteristics 
may be important. Window curtains, for example, are to be purchased. The 
buyer is interested in color, design, texture, fastness of color to both sun¬ 
light and washing, durability, draping, workmanship. The variety of goods 
to be purchased as well as the numerous qualities to be considered makes 
the task of recognizing and appraising products difficult even though other 
conditions are ideal. 

Mention has already been made of (i) the limited quality information 
provided in advertising, and its exaggerated, confusing claims, and occa¬ 
sional outright falsehoods, and (2) the limited value of guarantees and 
seals of approval. 

The ideal situation is one in which selection is made after all important 
facts are known and their significance weighed. Thus the consumer on 
going to market should have a clear-cut idea of the kind of merchandise 
wanted. This should be based on a knowledge of the use to which it is to 
be put. It may be that there is one quality which is best for the purpose in 
mind. But price differences among qualities available might make it desir¬ 
able to substitute a different quality. To get the best value the relative merits 
of qualities for a given use should be considered. Care in thinking out 
clearly and precisely what is wanted brings satisfactory results only if the 
market provides means of recognizing quality and of weighing relative 
merit. 


Large-Scale Buyers 

By contrast with the practices and procedures of large-scale buyers, the 
consumers’ dilemma can be clearly seen. The Federal Government, for 
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example, buys floor wax, sheets, blankets, silver polish, typewriter ribbons, 
and thousands of other goods. The use to which these are to be put is care¬ 
fully studied. After lengthy and carefully controlled experiments, standards 
are established. If some product in the market is found to be satisfactory, 
as revealed by tests, it may be purchased, or the Government buyer, having 
drawn up the list of specifications, describing in precise terms just what the 
commodity is to be like, may seek bids from manufacturers. 

For example, U. S. Government Master Specification, no. 304, describes 
a sheet to be purchased. 

I. Grade —The sheets shall be of a grade commercially known as “firsts.” 

II. Material —The sheets shall be made of sheeting which shall be made of 
cotton thoroughly cleaned and free from waste. The sheeting shall be 
evenly woven and free from an excessive number of avoidable imperfec¬ 
tions of manufacture. 

IIL Size —A standard size is stated, the width and torn length is given in inches, 
for example: Width 81 inches; tom length 99 inches. 

IV. Hems —The sheets shall have a i-inch (approximate) hem at one end and 
a 3-inch (approximate) hem at the other. Both hems shall be neady sewn, 
and no ragged edges shall be visible. The stitches in the hems shall not be 
less than 16 to the inch. 

V. Detail Requirements — 

1. Finish: Degree of whiteness and any other requirements as to finish. 

2. Weave: The weave shall be plain. 

3. Thread Count: For high-count sheets, minimum thread count per inch 
warp 69 filling 62. For medium count warp 64 filling 57. 

4. Weight: The minimum weight per square yard shall be for high-count 
sheet 4.3 ounces, for medium-count 3.6 ounces. 

5. Breaking Strength: The minimum breaking strength shall be for high- 
count sheet—warp 65 pounds, filling 60 pounds; for medium-count 
sheet—warp 55 pounds, filling 45 pounds. 

The National Industrial Conference Board, in its 1929 report in Industrial 
Standardization , estimates that the Federal Government makes an annual 
saving of $100,000,000 through purchasing by specifications. 

Manufacturers, wholesalers, and retailers operating on a large scale, as 
well as trade associations, maintain their own testing laboratories. 1 For 
example, Better Fabrics Testing Bureau is maintained by National Retail 
Dry Goods Association. In addition, commercial laboratories serving large- 
scale buyers have been established, e. g., United States Testing Corporation. 2 
More and more large-scale buyers require bids on the basis of established 
grades and they test products purchased to see that they come up to sped- 

1 Sec, for example, K. IIwain, 'The Large Manufacturer as a Consumer: A Contrast,’* 
Annals, May, 1934, PP- 53 ~ 59 - 

2 See Directory of Commercial Testing and College Research Laboratories , U. S. Bur. of 
Standards, Misc. Pub. M 125 (1936). 
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fications. Such buying serves only to emphasize the handicaps o£ consumer- 
buyers. 


Experience Through Use 

“Does this product have the qualities which make it suitable for my 
purpose?” In certain circumstances custom, tradition, and previous ex¬ 
perience help consumers to answer this question, especially i£ goods have 
been in use for some time, or if the products previously used and found 
satisfactory can readily be recognized in the market. For example, high 
frequency of purchase aids in selecting fresh fruits and vegetables, but is of 
much less assistance in selecting silk hose. In the latter commodity, impor¬ 
tant qualities are not readily recognized. Experience as a means of discov¬ 
ering what is best may be very expensive. This is especially true when the 
purchase price is large. If durable goods are purchased in the hope of learn¬ 
ing from experience, extended periods of dissatisfaction may result. If patent 
medicines are purchased on this basis, results may be very costly indeed. 

Inspection 

There are certain things which buyers can do for themselves without 
any special help from market agents other than being allowed to inspect 
the goods. Inspection of some commodities, looking, feeling, smelling, tast¬ 
ing, listening, reveals to buyers all they need to know about certain impor¬ 
tant qualities. If care is taken it may be entirely adequate in recognizing, 
for example, color, fit of a garment, draping quality of silk, openness of a 
weave, freshness of fruit, general construction features of equipment. In¬ 
spection is in fact helpful (i) if characteristics indicating quality are appar¬ 
ent to the senses by inspection, (2) if the buyer knows what to look for, 
(3) if he understands the significance of what is perceived, and (4) if he 
takes time to examine the commodity. 

An increase has been occurring in the number of products which are 
packaged, with the result that inspection is impossible in the case of most 
groceries, cosmetics, and many types of house furnishings. Furthermore, 
certain qualities are not revealed by inspection, e. g., durability and fastness 
of color in a fabric, purity of milk, composition of flour, ingredients in 
paint, insulation of a refrigerator, efficiency of an electric motor, materials 
used in a mattress. Simple products like brooms and wash tubs are being 
replaced by electric vacuum cleaners and washing machines. New goods are 
constantly appearing which consumers do not know how to evaluate al¬ 
though their qualities may be apparent to an expert. Another change has 
occurred. In some respects consumers are not so competent as formerly in 
market inspection. When some weaving was done at home, acquaintance 
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with the process made consumers more competent to judge quality when 
purchasing than they are now. 

Some consumers undoubtedly consider that market inspection is quite 
effective when in fact it is a very blind, fumbling process. Cook’s study of 
sheeting, which clearly indicated the ineffectiveness of inspection as a means 
of recognizing the durability of cotton sheeting, is well known. 3 Yet since 
cotton sheeting has been used for generations, many buyers still think they 
can, by inspection, detect differences among brands. 

Because in selection consumers must so largely rely on inspection, manu¬ 
facturers naturally pay careful attention to features easily examined in the 
store. Attractive color and design of stoves and refrigerators at times receive 
more attention than do construction and performance. Many disguises are 
used to make a product seem better than it really is. Stockings skimped in 
size are stretched to appear the correct length, silk is weighted, other fabrics 
loaded with dressing to suggest good quality. Yellow cellophane is used to 
package noodles to suggest that eggs have been used and red net puts a be¬ 
coming blush on peaches. 

An interesting experiment was made recently to show how consumers 
unconsciously base their judgment on factors having nothing to do with 
qualities actually sought. A test set was prepared consisting of four pairs of 
hose of identical quality, packed in identical boxes. The four pairs differed 
only in odor. One had the slightly rancid scent that comes from the lubri¬ 
cants used in weaving. Each of the others was faintly scented with a differ¬ 
ent perfume. House-to-house calls were made, and reports secured from 
250 housewives. The women approached were asked to help select the best 
quality of silk stockings. Only six out of the 250 housewives consciously 
noticed the difference in odor; nevertheless it affected their judgment. Since 
the hose were all the same in quality, each pair should have stood as good 
a chance as any other of being rated the best. Yet only eight per cent of the 
housewives rated the one with the “natural” scent as best, 18 per cent gave 
first rating to the pair with sachet scent, 24 per cent to the one with fruity 
scent, and 50 per cent to the one with narcissus scent. 4 

Some, but only some, deceptions used are so obvious that consumers are 
indeed very careless to be duped by them. Many consumers could undoubt¬ 
edly greatly increase their efficiency in selecting various products through 
the application of general rules prepared by experts. “Consumer education” 
to a large extent consists of rules describing what to look for, how through 
inspection to appraise various goods. No matter what care is taken in inspec¬ 
tion it will fall far short of revealing many important qualities of the major¬ 
ity of products. 

* What Price Sheeting? (pamphlet), Univ. of Cincinnati. 

4 Donald H. Laird, What Mah.es People Buy, 1935, pp. 25-30. 
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Testing 

Experts often rely upon involved physical or chemical examination. 
Home testing is at times recommended as a guide to quality. It is, however, 
confined to tests which require very simple equipment and also simple tech¬ 
nique, and to those goods for which samples can be procured. Consumers 
are at times advised to burn fabrics to determine whether the material is 
cotton or wool, whether rayon, pure silk or weighted silk; to wear and wash 
stockings under fairly standardized conditions, keep a record and thus 
compare the durability; to expose textile fabrics to the sun to determine if 
color is fast to sunlight; to wash fabrics to determine approximate sizing, 
probable shrinkage and effect of laundering on color; to buy several brands 
of a canned fruit or vegetable, compare appearance, texture, flavor, weight 
of solids; to add a tiny portion of dry methylene blue crystals to white paint 
to determine the water content. There are, however, few important qual¬ 
ities which can be satisfactorily tested by consumers. Furthermore, most 
consumers are not familiar with even the very simple tests, and those who 
are do not always consider the time and effort involved worth while in view 
of limited savings. In addition, the great variety of goods from which to 
choose makes it impossible to test, and thus compare, more than a very 
limited number. Some tests take a good deal of time and the product may 
no longer be in the market when the derision to buy is reached. This may 
happen, for example, if one is doing a sunlight test on materials for window 
hanging. The increasing importance of ready-to-wear garments makes it 
impossible to get samples necessary to perform some simple textile tests. 

Testing on a small scale is ineffective. But what of testing laboratories 
serving large bodies of consumers? The rapid expansion of Consumers’ 
Research and Consumers’ Union indicate that such testing holds real 
service possibilities. Here certain market goods are tested and given a 
rating. Testing brands at the request of individual consumers is not car¬ 
ried on. 


Price 

Many consumers use price as a guide to quality. They assume that the 
higher the price the better is the quality. There are probably two basic 
reasons for this assumption. First, the production of high quality goods 
usually requires more expensive raw materials and more care in construc¬ 
tion. It naturally follows that a high price is necessary in order to cover 
costs. Second, consumers will not knowingly pay a high price for a good 
if it is available in the same market with the same services at a lower price. 
Thus many buyers assume, because of differences in cost of production and 
effort of consumers in general to get the most for their money, that prices 
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tend to reflect quality. But knowing that the consumer may not be able to 
recognize quality, the seller may put a high price on his product in order 
to create the impression that quality is unusually good or above the average. 
He thus exploits the consumer’s ignorance of quality. Prices will only vary 
directly with the quality, when quality can be readily identified apart from 
price and when consumers take time to discriminate. 

Numerous illustrations can be found to prove that high price does not 
indicate high quality. Cook, for example, tested nine brands of sheets. The 
one which was seventh in quality, as indicated by laboratory tests, ranked 
second in price. Two brands rated equal in quality, yet one sold for two 
and a half times as much as the other. The highest quality sheet was selling 
at a lower price than the sheet ranking seventh in quality. 

A test on vacuum cleaners reported by a member of the staff of Con¬ 
sumers’ Union revealed a $29 machine removing a higher percentage of 
the dirt than a $60 machine. A test of soaps revealed a soap at 20 cents 
a pound higher in terms of Government specification than one at $1.97 
a pound. 5 Over and over again ratings from Consumers’ Union and Con¬ 
sumers’ Research indicate that price is a very poor guide to quality. 

The Consumers’ Advisory Board, in recommending that more informa¬ 
tion concerning quality be given, stated: ‘The practice of manufacturing 
refrigerators which provide performance of inferior quality due to mate¬ 
rials and construction and selling these as a first-quality commodity and at 
a first-quality price, is very widely practiced by the less reliable manufac¬ 
turers in the industry.’' 6 

This belief that high price indicates high quality may actually force prices 
in some instances to be high. It is reported that in 1927, when loud speakers 
separate from radios were being introduced, a company decided to put out 
a speaker retailing at $12.50 in spite of the fact that it was advised to set the 
price at $25. The speaker was not successful. Many laid the failure to con¬ 
sumers’ fear of low prices, to their belief that a good speaker could not be 
made for $12.50. Sellers often justify their high prices and lack of relation 
to quality as follows: 

You . . . can’t blame us: of two garments of the same quality the women will 
buy the more expensive; they don’t know, but they thin\ it must be better. 
You wouldn’t have us lose a sale to her, would you? She mightn’t buy at a lower 
price because her friend may have paid $70 for her coat and she is suspicious of a 
$40 coat. Of course, we have put the price where she’ll buy in those cir¬ 
cumstances. 7 

* Hearings before the Temporary National Economic Committee, Part 8, p. 3332. 

* Recommendations for the Revision of the Household Ice Refrigerator Code, Consumers* 
Advisory Board, N.R.A., Report 5. 

T R. S. and H. M. JLynd, Middletown, 1929. 
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This situation reflects the problem of the buyer in search of high quality, 
who docs not have to economize closely. She it is who pays a dollar for lip¬ 
stick in “quality” stores and shuns that made by the same manufacturer 
and sold on the io-cent counter. 


Brand Name 

Consumers in some cases go to the market to buy a particular brand, 
thereby expecting to secure the quality especially desired or thought to be 
reasonably priced. In examining their position it is important to note first 
the function of the brand as a selling technique. 

The brand name in itself tells consumers nothing about the product. It is 
a device, sign, or symbol which a maufacturer or some other seller uses to 
identify a product which he sells. Brands do aid consumers to a certain 
extent in that they make it possible to find in the market some product they 
have learned of from advertising or other sources. For example, Consumers* 
Research and Consumers’ Union, in advising consumers concerning the 
relative merits of goods, use brand names a great deal. Furthermore, con¬ 
sumers can through the use of brands repeat a purchase found satisfactory 
or avoid one found unsatisfactory. Brands are thus helpful in utilizing ex¬ 
perience. Once a satisfactory brand has been found, buyers can gready 
reduce the time spent in searching for and inspecting goods, and rely alto¬ 
gether, if they wish, on ordering branded goods by telephone. These advan¬ 
tages hold, however, only if the goods sold under a certain brand are uni¬ 
form in quality, and this is not always the case. 

It is well for consumers to recognize the purpose of brands. They are 
selling devices used to build markets, to identify products so that an adver¬ 
tiser can reap the benefits of any demand created. Through them prestige 
may be established in the mind of consumers, price competition reduced, 
and consumers made reluctant to accept substitutes because of supposed 
merits, often fictitious. The final goal of a brand owner is to have consumers 
not only readily accept his brand, but to insist on having it, to maintain that 
there are no satisfactory substitutes. 

There are several reasons why brands are inadequate guides to quality. 
In the first place, the quality is not held constant. This is true even of manu¬ 
factured products where raw material of any quality can be selected and 
processes of manufacturing to a high degree controlled. For some products 
control over quality of raw materials is limited. Canned fruits and vegeta¬ 
bles, for example, are affected by crop conditions. There are good and poor 
seasons. Control over quality of eggs at time of sale is impossible without 
retailer cooperation. Customary method of storing often leads to quality 
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deterioration in the store. One study of eggs reports: “Within each brand 
the quality and weight varied as widely in relation to price as was true 
of unbranded eggs/’ The investigation concludes: “Branding of eggs does 
not constitute a guarantee of quality or of uniformity, nor is there any as¬ 
surance that the brand will be worth the price paid.” 8 

In an Illinois study retailers were questioned about the dependability pf 
quality in beef graded (by Agricultural Marketing Service) and branded 
beef. The quality of this product changes little, if at all, in the handling by 
retailers. 

The replies of the Chicago retailers to this question made clear that they 
thought Government grading of beef was a more dependable index to the 
quality of beef than were packer brands. Nearly 69 per cent said Government 
grading was dependable, and only 3 per cent said it was not. Only 17 per cent 
said packer branding was dependable, 40 per cent saying it was not. . . . 

The same packer brand was often attached to a lower quality of beef downstate 
than in Chicago. . . . 

Many dealers commented on the fact that the quality of a given brand tends 
to be lowered or raised as the available supply for the brand varies. Some 
packers insist that ... the best beef available should be given the top brand 
even though the quality of such beef is litde or no better than what would carry 
the second brand under other conditions. 9 


In order to assure uniformity of quality some people believe that registra¬ 
tion of the brand should include a statement of the kind and quality of the 
product to bear the brand; and that any substantial change in quality 
should make it necessary foi the owner of the brand to adopt a new brand 
name. Such a ruling would correct some defects, but there are other and 
perhaps better ways of protecting consumer interests, which are no more dif¬ 
ficult than completely changing the present function of brands. 

Perhaps the most important defect of brands as a guide to quality is this: 
they tell nothing of quality. Experience may reveal that a brand is satis¬ 
factory for a particular purpose. But other brands may be iust as satisfactory, 
many of which may be much lower in price. The product may be too dura¬ 
ble or time too important to permit trying out all possible brands. For ex¬ 
ample The 1940 Consumer Analysis of the Greater Milwaukee Market 
reports the following number of brands being used: 


• Product 

Canned Peas 
Gas Ranges 

Electric Washing Machines 
Roll Toilet Paper 
Shaving Cream 

8 Mass. Agr. Exp. Sta. Bui. 282, 1932. 

•Ill. Agr. Exp. Sta. Bui. 479, 1941, p. 353. 


Number of Brands 

215 

212 

161 

155 

*51 
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Product 

Tooth Paste and Powder 
Coffee 

Packaged Macaroni 
Peanut Butter 
Canned Peaches 
Botded Catsup 
Toilet Soap 
Tea 

Electric Food Mixers 
Canned Soup 
Canned Milk 


Number of Brands 


r 49 

142 

130 

X13 

97 

87 

83 
7 2 
59 
45 


36 


Attempts have been made in stores to measure the extent to which con¬ 
sumers accept a well-known brand as an index of quality. Haring tells of 
an experiment “made to determine as closely as possible the value of the 
Cannon brand in moving merchandise off the counters of retailers. Seven 
different stores in seven different cities were used. Cannon Mills supplied 
both branded and unbranded towels identical in size, price, quality. 
Every effort was made to give equal advertising display and sales effort 
to both the branded and unbranded towels. At the end of the test period 
the branded towels had far outsold the unbrandedIn Block & Kuhl 
Store, Peoria, the branded outsold the unbranded 8 to 1. In Emporium, 
San Francisco, the ratio was 2 to i. 10 

The inadequacy of brands as a guide to quality is strikingly brought out 
by the fact that one firm may put out the identical product under two or 
more brands. Identical hams of Swift and Co. may receive first- or second- 
grade labels. Haring reports: “The California Packing Corporation uses 
six brand names for its featured quality of vegetables and fruits. All six 
brands identify merchandise of equal quality. Only the label varies. The 
first quality of the whole crop is stored in one lot without label. When an 
order is received the cans are run through a labeling machine which affixes 
the appropriate picture and brand name ” 11 

The F.T.C., for example, found a company making only one kind of 
mattress yet selling these mattresses with 5 different labels at 5 different 
prices. 

Brands coupled with advertising have, in addition, tended to drive the 
unbranded products off the market. Certain household cleaners provide 
an excellent example of this: 

Chemicals useful in cleaning are limited in number and inexpensive when 
purchased in bulk under their proper chemical names. They are adequately 
described in the technical literature and in a very few popular publications. 

10 A. Haring, Retad Trice Cutting, p. 78. 

11 Ibid., p. 138. 
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However, such information is not widely disseminated among homemakers 
and even if it were, under present marketing conditions, it would be of little 
value to them from the practical standpoint. A large part of the homemakers’ 
difficulty is lack of information concerning the chemicals most effective for a 
specific purpose and the particular combination of such compounds that will 
give a satisfactory cleaning reagent. A more serious difficulty is the lack of facil¬ 
ities for purchasing these materials directly on the retail market. The supply 
houses of commercial laundries and dry cleaning establishments sell such chem¬ 
icals unmixed and correctly named. Some of these chemicals are not sold at all 
on the retail market and almost none of them are sold there by their chemical 
names. They appear either alone or in mixtures but always under trademarked 
names which give no due to their identity. 12 

Some mention must be made of different types of brands. Goods sold in 
retail stores may bear the brands of manufacturers, wholesalers, or retailers. 
With the growth in large-scale retailing there has been a marked tendency 
for many retail stores to handle their own brands. A retailer tends to prefer 
his own brand to that of a manufacturer or wholesaler only if he believes it 
will net him a larger return. He may be able to buy a certain product and 
have his label and brand attached more cheaply than he can buy a national 
brand. Some chains may find that using their own brand simplifies buying. 
Penney’s stores, for example, when they started their expansion program 
carried many national brands. One manager reports: 

We found . . . when we opened a store in a new town, a brand was already 
tied up with another retailer and we could not get the right to either stock it 
or sell it. The result was that we had no way of standardizing on our stock of 
merchandise or on our general line. One store would carry all the brands and 
the other store would have none. Therefore it interfered with our system of 
buying and selling. As a result, we had to develop our own line of brands which 
we believe is equally as meritorious and serves the public as efficiendy and as 
economically as the advertised products. 18 

Many a retailer feels that the reputation of his store has just as great weight 
with consumers as does a manufacturer’s brand. 

Considerable controversy arises at times over the merits of national versus 
private brands. To the consumer what does it matter? Brand does not re¬ 
veal quality. Through experience in use quality may be revealed. To be 
useful to consumers it is necessary only that brand quality be held constant. 
Evidence is lacking to show that many important private brands are less 
dependable in quality than national brands. 

Many sellers urge consumers to buy by brand and they, to some extent, 
do so. One study reports, however, that 460 Missouri homemakers, well 
distributed by income levels, were for the most part “not familiar with 

13 Ruth O’Brien, An Analysis of Consumers* Facilities for Judging Merchandise (mimeo.), 
AA.U.W., 1931, p. 9. . 

13 M. M. Zimmerman, The Challenge of Chain Store Distribution , 1931, p. 112. 
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brand names under which many common foods were marketed and did not 
buy by brand frequently enough to remember the brand they purchased.” 14 
Another study reports, however, that in 2,394 purchases of selected food 
stuffs in 56 representative New York City grocery stores, buyers asked for 
a particular brand in 64 per cent of the cases. 13 

Some of the differences in these findings may arise from the foods in¬ 
cluded in each case. A study made by the Temporary National Economic 
Committee reports a wide difference among foods in the strength of con¬ 
sumer preference for any one brand. (See Table 52.) Fresh meat, poultry,, 
rice, and sugar are among the foods for which brands were relatively unim¬ 
portant. On the other hand, brands were especially important in the pur¬ 
chase of baked beans, flour, tea, canned salmon, tomato soup, ginger ale* 
rolled oats, and cocoa. For these a high proportion of consumers reported 
that brands were taken into account in buying and a somewhat smaller 
proportion reported that they bought by brand “regardless of price.” Al¬ 
though canned fruits and vegetables according to this report are bought 
to only a very limited extent without regard to brand, yet relatively few of 
the families report insistence on a specific brand in the face of material 
price differences. 16 The difference in consumer attitudes to brands of fresh 
and cured meats is very striking. 

A group of New York farm families were asked how many brands of 
specified foods they had used during the past year. The proportion report¬ 
ing the use of one brand only for selected foods was as follows: 17 


Food 

Percentage reporting 
that one brand 
only was used 

Food Percentage reporting 

that one brand 
only was used 

Butter 

9 

Pineapple, canned 

44 

Cheese 

11 

Bread, white 

55 

Bacon 

16 

Rolled oats 

80 

Tomatoes 

31 

Coffee 

84 

Corn, canned 

36 

Flour 

9 * 

Salmon, canned 

40 

Mayonnaise 

92 

Peas, canned 

40 

Soup, canned 

98 


The two studies show some correspondence in the attitudes of the two 
groups to brands, especially if proportion of farm families reporting the 


14 J. N. Amburgey and J. V. Coles, “What Missouri Housewives Know About Brands,” 
/. H . Be., vol. XXVI (1934, Jan.), 19-20. 

15 L. Bader, in “Customer Preferences for Brands in Grocery Products,” J. Retailing, vol. 
X ( 1934 , July)- 

See also M. M. Lohner, “Consumer Attitude Toward Chicago Grocery-Store Practices,” 
7. Bus., Univ. of Chicago, Vol. X (1937, Jc*)* 

See also Vt. Agr. Exp. Sta^ Bui. 415, pp. 9 and 17. 

17 Cornell (N.Y.) Agr. Exp. Sta. Bui. 561, p. 29. 
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Table 5a: Extent of Consumer Brand Preference for Prepared Food * 


PERCENTAGE PURCHASING 

commodity number of con- Without regard By brand regardless 


SUMER5 reporting for brand ** 

of price f 

Black pepper 

50 

68 

to 

12 

(7) 

Fresh meat 

54 

67 

(2) 

18 

(15) 

Dressed poultry 

48 

67 

(2) 

15 

(n) 

Bice 

50 

60 

(4) 

4 

(1) 

Granulated sugar 

55 

55 

(5) 

7 

(2) 

Cornstarch 

42 

52 

(6> 

12 

(7) 

Vinegar 

50 

52 

(6) 

8 

(3) 

American cheese 

53 

49 

(8) 

23 

(19) 

Dried prunes 

42 

40 

(9) 

15 

(11) 

Salt 

55 

33 

(10) 

29 

(25) 

Dried raisins 

4i 

32 

(11) 

24 

(20) 

Macaroni 

5° 

32 

(11) 

18 

(15) 

Soda crackers 

52 

31 

(13) 

25 

(21) 

Cured ham 

49 

27 

(14) 

16 

(13) 

Corn flake* 

4i 

27 

(14) 

32 

(28) 

Canned cherries 

43 

26 

(16) 

9 

(4) 

White bread 

56 

25 

(17) 

32 

(28) 

Canned apneots 

41 

24 

(18) 

14 

(10) 

Canned pears 

48 

23 

(19) 

10 

(6) 

Canned tomatoes 

48 

23 

(19) 

12 

(7) 

Butter 

53 

23 

(19) 

30 

(27) 

Canned com 

53 

21 

022) 

9 

(4) 

Bacon 

53 

21 

(22) 

27 

(22) 

Cocoa 

46 

19 

(24) 

33 

(30) 

Canned pineapple 

51 

18 

(25) 

22 

(18) 

Ginger ale 

45 

16 

(26) 

33 

(30) 

Canned asparagus 

45 

16 

(26) 

27 

(22) 

Canned salmon 

50 

16 

(26) 

36 

(33) 

Canned peaches 

50 

16 

(26) 

16 

(13) 

Rolled oats 

4i 

15 

(30) 

29 

(25) 

Tea 

54 

X5 

(30) 

39 

(34) 

Family flour 

53 

15 

(3°) 

42 

(35) 

Canned peas 

47 

13 

(33) 

19 

(17) 

Canned baked beans 

50 

8 

(34) 

34 

(32) 

Tomato soap 

5i 

6 

(35) 

27 

(22) 


* Temporary National Economic Committee, Monog. 1, p. 79. The numbers in the paren¬ 
theses indicate the ranking. This committee circulated a questionnaire among a small group 
of consumers in Washington and Boston. A list of sixty foods was included. Only those 
for which at least 40 replies were secured are included above. Questions bearing on con¬ 
sumers* purchase by brand included: (a) by brand if not higher in price, (b) by brand unless 
there was a very marked difference in price, and (c) by brand regardless of price. 

** Buying without regard to brand is taken to mean the consumer asks far a food without 
giving attention to brand or trade-mark. 

f Consumers were expected to answer "yes” here only if “they insist upon a specific brand 
despite material price differences between it and compering brand and if they are not, 
generally speaking, willing to experiment with other brands/' 
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purchase of one brand only is related to the percentage of consumers in the 
other study purchasing by brand “regardless of price”: The low brand 
preference for canned fruits and vegetables is common for both groups. 
Farm families amear to have a relatively low brand preference for foods 
which farm families often process for themselves, e.g., butter and bacon 
and those that are locally made, for example, cheese. 18 

In understanding the use of brand in market selection it is important to 
know not only the strength of consumers’ brand preference, but also how 
they came to use that brand in the first place. Shifts from one brand to 
another have been studied to a limited extent. One group of families was 
asked if they had recently made a shift in the brand of cosmetics purchased; 
510 answered “Yes,” and 1,773 answered “No.” Out of the 505 reasons of¬ 
fered as to why the shift was made, 266 consumers gave “friends’ experi¬ 
ence” as a reason and 188 consumers said that “they had been impressed by 
the advertising.” 10 There is no basis for believing, however, that factors 
causing a shift in brand of other products would be the same. In a few 
cases at least sales of brands are materially affected by ratings received from 
consumer testing agencies. Retailers may influence consumers a very great 
deal: Through display methods and clerks’ suggestions choice may be 
shifted from one brand to another. 


Repute of Retailer 

Instead of being concerned about the quality of individual articles and 
shopping around among stores, some consumers, in their effort to get satis¬ 
factory quality, put the responsibility on the retailer. They buy only where 
the seller has a reputation for quality, and where defective goods may be 
returned. This policy may be satisfactory to those who need not count 
their pennies. It restricts them, however, to stores having a liberal returned 
goods policy, and provides no basis for deciding, even within the store, 
what is best in view of prices. Furthermore, it is useful only if the dealer 
maintains his standards. Writing in 1932 Nystrom says: 

Even some of the oldest and best known manufacturing and retailing establish¬ 
ments have, under the stress of present business difficulties, retrogressed from 

18 H. Y. Bingham, “How They Buy,” Food Industries, vol. 7, Oct. 1935, reports on the 
extent to which national brands were purchased by 100 housewives during one week. The 
strength of brand preference is in some measure indicated. All salt purchased by these women 
during the week was of a national brand. National brands of cereals, soups, cheese, sugar, pea¬ 
nut butter, and prepared desserts were commonly purchased; while for canned fruits, salad 
dressing, and preserves national brands were found to be less important. 

19 L. Bader, “A Survey of Consumers* and Independent Store Owners* Reactions to Recent 
Price Legislation, 7 * /. Marketing, vol. IV, July, 1939. 
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their standards formerly held at high levels over many years. In their anxiety 
to maintain their sales these concerns have traded on their good will and have 
offered and sold inferior products at what seemed to be very low prices. 20 

One retailer at hearings in a “truth-in-fabrics” bill appealed to manu¬ 
facturers to provide more information. 

For a long time we have not been satisfied with the information which we 
have been giving customers about the goods we sell. We have answered questions 
about the washability and other qualities of the merchandise, often without 
ourselves feeling confidence in the information we are giving. Often we could 
not say with certainty what fibers went into the making of a piece of merchan¬ 
dise; how much silk, wool, cotton, rayon, celanese, bemberg, or other fabrics. 
Like other stores, we have made certain laboratory tests, but it is obviously 
impossible for a retail store to do this with the thousands of units that it 
handles. 

It seems dear that this information should be supplied to the retailer by the 
sources from which he buys. 

At the present time our training department finds that even our own buyers, 
in many instances, cannot accurately state the nature of the goods, particularly 
where fabrics are employed in the making. Even manufacturers frequently 
seem to be unable to supply this information, because they have not received 
it from their sources of supply. The source for these facts naturally is where the 
fiber is spun or the goods are woven. 

We would appreciate your cooperating with us by suppling this information 
in the form of a tag or label attached to the goods or the container, or where 
that is impracticable, then on the invoice. 21 


Advice of Clerks 

The tendency toward posted prices, open display, self-service, national 
advertising, all tend to reduce the questions that are asked in the store. 
Repeatedly studies have shown that few questions arc asked of the clerks. 
This undoubtedly varies with the consumers’ feeling of difficulty and their 
belief in the clerks’ ability to assist them. There is, for example, evidence 
of reliance on clerks in selection of beef. One study reports: 

The 16 merchants interviewed said that few specifications were made by 
household buyers . . . Most dealers said that buyers generally stated the use 
to be made of the meat and expected the salesman to choose satisfactory cuts 
and qualities. However, in many markets meat was cut and displayed in cases 
so that anyone buying in person could note the cut, color . . . before making a 

20 “A Restatement of the Principles of Consumption to Meet Present Conditions,” /. H. Ec., 
vol. XXIV (1932, Oct.) 872. 

21 “Truth in Fabric,” hearings before a subcommittee of the Committee on Interstate Com¬ 
merce, U. S. Senate, 75th Congress, First Session, on S. 2190. A Bill to Protect Producers, 
Manufacturers, and Consumers from the Unreveded Presence of Substitutes and Mixtures in 
Woven or Knitted Pabrtcs and in Garments or Articles of Apparel Made Therefrom, and for 
Other Purposes, June 9-10, 1937, P- 2 3- 
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choice and could ask for a desired piece, thus obtaining definite qualities without 
specifying them. 23 

Merchants also reported that consumers relied on salesmen for informa¬ 
tion concerning the quality of eggs. One study corroborated this report by 
observation in the store, but further reported: 

Egg inspection data from the State Division indicate that information given 
by the salespeople is not always dependable. Approximately one-half of the eggs 
found during the initial inspection of 58 stores were called “Fresh,” either 
verbally by the owner, manager or salesman, or on the container in which they 
were sold, whereas one-fifth of these “fresh” samples did not measure up to 
the State definition. 23 

The value of assistance from clerks obviously depends on their knowledge 
of important facts and on their willingness and freedom to give disinter¬ 
ested advice. Important facts about certain products are often not known 
even to the retail stores buyers, and clerks in most cases know much less 
than they. 24 Cook did not find clerks any more able than housewives to 
recognize durability of sheeting. In order to give sound advice, clerks 
should be acquainted not only with the merit of the goods which they sell, 
but with the quality of goods in other departments and other stores. The 
possibility of disinterested advice is limited by the fact that the business of 
the clerk is to sell, to serve the consumer only in so far as such service will 
contribute to profits. Pressure on clerks to meet sales quotas discourages 
their spending much time instructing customers. Clerks commonly try 
to find out what a customer wants, to present the article which seems 
most likely to meet her need, and to assure the customer that this is what 
she wants. In many cases they know the customer has little opportunity to 
determine by inspection whether the product falls short of the quality re¬ 
quested. Much important information is not readily available to clerks; 
and they are relatively untrained except in the art of selling, and in the 
procedure of making out sales slips and fitting into the store organization 
and routine. 

In 1934, in Washington, Better Business Bureau shoppers visited the dress 
department in fifteen department stores and women’s ready-to-wear shops: 

22 Vt. Agr. Exp. Sta. Bui. 415. A. Jannett and M. Williamson, “Food Buying Practices,” 
/. H. Ec., Jc. 1937, pp. 377-78, report that the majority of the household buyers questioned 
were not familiar with the cuts of meat. 

28 Vt. Agr. Exp. Sta. Bui. 415. 

24 Rita Warschauer, “Comparative Knowledge of Salespeople and Customers,” /. Retailing, 
vol. XI (1935, Oct.), 87-92, reports that salespeople have little more information than cus¬ 
tomers. See also H. Fletcher and L. Denpharat, “Adequacy of Labeling Certain Textile Fabrics 
with Regard tso Fiber Content,” f. Agr . Res. (U.S.), vol. 58, 1938, pp. 895-903; A. L. Ed¬ 
wards, “Information about Merchandise Available to Customers in Retail Stores, /. H. Ec 
Dec. 1940, pp. 701-2; B. E- Johnson, “Information Available to Customers in Retail Stores,” 
/. H. Ec., Je. 1941, pp. 382-85- 
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In most instances, the shopper was not informed that the dress was or was not 
weighted without first asking this specific question. When the question was 
put to the salesperson, in many instances she seemed to be fairly well in¬ 
formed as to the difference between pure dye and weighted silk. It was found 
however* that in the cheaper type of stores the salespersons had practically no 
knowledge of the difference between the two materials; and in one instance 
ridiculed the shopper when she asked if a certain garment was weighted. In all 
stores, the shoppers were assured that weighting would not injure the wearing 
quality of the garment. 25 


Inspection and experience might be more fully utilized. The extent to 
which quality can be revealed in this way is, however, limited. Price is 
highly unreliable as a guide to quality. Brands give some help and so also 
does the reputation of the retailer But exclusive reliance on these eliminates 
comparisons. At the present time clerks are able to render little assistance. 
Greater ease in recognizing quality must come through informative label¬ 
ing. Such labeling is considered valuable even by large-scale buyers who at 
present can afford to do a good deal of testing. For example, the Govern¬ 
ment group of the National Association of Purchasing Agents representing 
the purchasing agents of more than 400 cities, at a convention in 1934, 
passed strong resolutions asking that quality labeling of packaged goods 
be made mandatory. 26 

25 Recommendation for the Grading and Labeling of Sil% Goods, Consumers’ Advisory 
Board. N.R.A Report no. i, March, 1934, pp. 2, 4. See also P. B. Mack and G. E. Cooke, 
“How Silk Dresses Wear,” /. H Ec., vol. XXIII (1931, Oct.), 938. 

26 “City Purchasing Agents Ask Labels for Packaged Goods,” Indust . Stand., vol. V (1934, 
Aug.}, 161. 



CHAPTER XXV 

LEGAL QUALITY AND INFORMATION REQUIREMENTS 


Consumer protection by the State has two major purposes: to protect (a) 
consumers’ health, and (b) their purses. To achieve the former, harmful 
products are kept off the market or sold only with adequate warning. To 
achieve the latter, products in many cases must meet minimum standards, 
false statements are forbidden, and for some products facts must be given 
on the label and also in advertising. Rules concerning advertising have 
already been discussed. 

The most important single piece of legislation is the Federal Food, Drug, 
and Cosmetic Act in 1938; this was preceded by an Act passed in 1906. Some 
facts pertaining to its passage and subsequent history will be briefly sum¬ 
marized. 


The Federal Pure Food and Drugs Act of 1906 1 

Attempts to secure pure food and drug legislation occurred as early as 
1850. But the first general pure food bill was not introduced until 1890; and 
Federal legislation, apart from specific laws pertaining to definite articles, 
was not enacted for over a decade and a half. 2 Opposition to regulation was 
strong. A bitter and for the most part an undercover fight was waged 
against it. Resentment of the farmers who objected to adulteration of butter, 
milk, and other foods was responsible in large measure for pure food legis¬ 
lation prior to 1906 in practically all States, where different standards tended 
to be set up. These complicated trade $0 that many manufacturers, at first 
opposing Federal legislation, came later to favor it. Legislation was secured, 
however, only after public opinion was very clearly and vigorously ex¬ 
pressed. Women’s organizations through the General Federation of 
Women’s Clubs so strongly urged the passage of the bill that Sullivan in 
his book, Our Times, has said that in this crusade women “did a work 
greater than anything that women accomplished or attempted during the 

1 See C. C. Rcgier, “The Struggle for Federal Food and Drugs Legislation,” Law and 
Contemporary Problems, voL I (i933> Dec.), 3-15, and S Wilson, Food and Drug Regula¬ 
tion, 1942. 

2 It is rather interesting that the first law passed related to tea, a product not raised within 
the country. Consequently there was no strong body to lobby against it. 
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eight years after they got the suffrage.” 8 Muckrakers out to expose fraud, 
deception, and danger, published numerous articles. Most sensational was 
Sinclair’s famous novel. The Jungle, intended as propaganda for socialism, 
but having its most important effect through the indignation aroused by 
the unsanitary conditions of meat packing so dramatically revealed. The 
description of filth and dirt, the sale of meat from diseased cattle even after 
Government inspectors had ruled it out, proved so revolting that meat con¬ 
sumption fell rapidly, and meat packers clamored for, rather than against, 
a Federal bill. At the same time basic research was going on. Wiley will 
long be remembered for his unrelenting activity, providing experiments 
showing that many preservatives used were dangerous to health. Legisla¬ 
tion was secured in 1906. 

Later years brought amendments to the Act. In 1923 a legal standard of 
butter was enacted; and in 1930 came the McNary-Mapes Amendment 
which gave authority for formulating reasonable standards of quality and 
conditions for canned goods, and designating how canned foods, except 
meat, meat products, and milk, shall be labeled when they fail to meet these 
standards. Products falling below the standard established are generally 
described as substandard. They must bear a legend: for vegetables, “Below 
U. S. Standard—Low Quality But Not Illegal”; for fruits, “Below U. S. 
Standard—Good Food, Not High Grade.” These products are entirely 
wholesome but inferior in color, form, fill of container, or in some other 
way. 

In striking contrast to this very limited information required on food 
for human beings was a Federal law requiring all animal feeds to show 
composition in items of percentage of crude protein, fat, fiber. Similar laws 
existed in 45 States. 

Another amendment in 1934 provided for voluntary inspection of sea 
foods by the Food and Drug Administration, with packers bearing any 
expense involved. The 1936 annual report of the FDA. states that all but 
a negligible amount of the entire output of the shrimp industry had, dur¬ 
ing the year, been packed under inspection. 

Even at the outset the Act was far from perfect. As time went on, new 
drugs appeared, and cosmetics increased gready in importance; the original 
intent was weakened by court interpretations; difficulties of enforcement 
increased. In addition, changes in merchandising practice and manufactur¬ 
ing techniques increased the need for amendment. 

Once again the muckrakers had an important role in exposing adultera¬ 
tion and misrepresentation, and the possible dangers to consumers. Your 
Money's Worth, by Chase and Schlink, 1927, marked the beginning of a 
series of popular books widely read including Fads, Frauds, and Physicians, 

®M. Sullivan, Our Times, 1929, p. 526. 
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by Harding, 1930; A Hundred Million Guinea Pigs , by Kallet and Schlink, 
1932; S\in Deep , by Phillips; Paying Through the Teeth, by Palmer, 1935; 
American Chamber of Horrors, by Lamb, 1936. 

A new bill, expanded to correct what were considered to be the major 
defects, was introduced in 1934. It emerged in 1938, having gone through 
many revisions. The numerous and tragic deaths in 1938 following the care¬ 
less distribution of a dangerous drug, Elixir Sulfanilamide, gready in¬ 
creased the public interest in an effective Act. 

This new Act, like its predecessor, was directed against adulteration and 
misrepresentation of specified products entering interstate commerce. 4 Its 
administration is carried on by the Food and Drug Administration 
(FDA..), at first under the Secretary of Agriculture, and since 1940 under 
the newly established Federal Security Agency. 

Major Advances of Federal Food, Drug, and Cosmetic Act 
of 1938 in Regulations Pertaining to Sales 

Cosmetics and devices as well as food and drugs were brought under 
control; devices included such things as tin hats to restore hair, girdles to 
bring back a “girlish” figure, and orthopedic shoes. 

Rules concerning cosmetics for the most part arc confined to forbidding 
substances injurious to users under the conditions of use prescribed on the 
label, or under ordinary conditions of use. This ruling does not apply to 
coal-tar hair dye. For this product the label shall have the legend conspicu¬ 
ously displayed: 

“Caution—This product contains ingredients which may cause skin ir¬ 
ritation on. certain individuals and a preliminary test according to ac¬ 
companying directions should first be made. This product may not be 
used for dyeing eyelashes and eyebrows; to do so may cause blindness.” 

The labeling must bear adequate directions for preliminary tests. 

Provision is made for certifying dyes to be used in food, drugs, and cos¬ 
metics. 

Containers, their shape, size, and materials, and anything packed in them, 
have come under control. Containers having a deleterious effect on products 
are prohibited. Metallic trinkets, a source of danger to children, are elimi¬ 
nated from packages of confectionery. 

The labeling provisions are strengthened by requiring more information 
concerning ingredients and quality of products. In addition, all products 
must give the address of manufacturer, packer, or distributor; and drugs 

4 For full details see Federal Food, Drug, and Cosmetic Act. For comprehensive discussion 
see Symposium, “Food, Drug, and Cosmetic Act, 1938/* Law and Contemporary Problems, 
vol. VI (1939, Winter). 
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and cosmetics as well as food must now give facts concerning quantity. All 
labeling, false and misleading in any particular, is forbidden. 5 All informa¬ 
tion required must be on the label and must appear with such conspicuous¬ 
ness as to be easily seen, and must be stated in terms easily understood by 
the ordinary individual under the customary conditions of purchase and 
use. 

In determining whether labeling is misleading, representations made or 
suggested by statements and design shall be taken into consideration. In 
addition the misleading nature of labeling will be judged in the light of 
“the extent to which the labeling fails to reveal facts material in the light 
of such representations or material with respect to the consequences which 
may result from the use of the article to which the labeling relates under the 
conditions of use prescribed in the labeling ... or under such conditions 
of use as are customary or usual.” This regulation is considered by some to 
be extremely important, making it possible through the process of adminis¬ 
tration to require, for selected products, that information be given on the 
label, even though certain requirements bearing on information were 
dropped from the bills. For example, at one stage (S. 1944) the bill required 
that if a label bears the name of any disease, for which the drug is not a 
specific but is merely palliative, it must “bear in juxtaposition with such 
name and in letters cf the same size and prominence a statement that the 
drug is not a cure for such a disease”; otherwise it is deemed misbranding. 
The entire provision was dropped in 1935. Cavers, in discussing the serious¬ 
ness of the loss of this provision, states: 

If they fthe courts] are willing to hold that the offering of a drug for the 
treatment of a named disease for which that drug has only minor palliative 
effects constitutes misbranding when the limits of the drug’s efficacy are not 
described, then the major objective of the provision will be achieved. If only 
the most flagrant cases move the courts to such action, the consumer will con¬ 
tinue to be misled on a serious scale.® 

The major advances with respect to drugs include tfie following changes: 

(a) The definition of drugs was broadened to include homeopathic 
drugs and those used in prevention and diagnosis of disease and for condi¬ 
tions of under- and over-weight. 

(b) Regulations were strengthened with respect to permissible substitu¬ 
tion of ingredients. 

(c) Drugs must either comply with official standards or show how they 

B At certain stages of the bill an attempt was made to forbid only that labeling that was 
false and mislead mg m any “material” particular. It seems likely that the presence of the 
word material would have invited laxity in the enforcement and would have given rise to 
much controversy in the courts. 

6 D. F. Cavers, 'The Food, Drug, and Cosmetic Act of 1938: Its Legislative History and 
Its Substantive Provisions,” Law and Contemporary Problems, vol. VI (1939, Winter), 26. 
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differ from them. Extensive information is required concerning active in¬ 
gredients. Official drugs must be packaged and labeled as described in 
official drug compendia. 

(d) The provision was made for setting of standards for drugs not yet 
standardized. 

(e) A basis for reducing misrepresentation of such things as parries and 
dandruff cures was provided by the declaration that the terms “antiseptic” 
and “germicide” are synonymous. 

(f) Several narcotic and hypnotic drugs were added to the list of those 
whose presence must be declared and warning of their effect given. The 
quantity or proportion must be declared on the label. 7 

(g) Directions for use must be given and definite warnings of dangers 
in using are required. For example asthma “remedies” containing potas¬ 
sium iodide will presumably carry a warning that those suffering from 
tuberculosis should avoid their use. Precautions in case of deterioration must 
also appear on the label. 

(h) It is no longer necessary to prove fraud in order to show that a selling 
method is illegal. This should result in more control than formerly over 
medicinal quacks. 

(i) Provision is made for testing new drugs before they are allowed to 
appear on the market so there will be no repetition of the “Elixir Sul¬ 
fanilamide” disaster. There is the question, however, whether the 180 days 
given to examine a new drug are sufficient to reveal possible harmful effects. 

Major advances with respect to the sale of food include: 

(a) The label of food mixtures sold under brand name must now de¬ 
clare major ingredients. If it is an imitation of another food, the label must 
bear the word “imitation.” 

(b) Provision is made for establishing standards of identity; what for 
example are bread, lard, canned peas? These provide an opportunity to re¬ 
quire information to be given on the label. For example, standards for 
canned peas set up by the FDA. include the requirement that they be 
labeled to tell consumers when they are excessively discolored, artificially 
colored—when they are excessively broken, or cracked, when they aren’t 
tender, and when they are very mealy. Cans of peas must be filled up to 
within % e of an inch of their tops, or the labels must warn consumers of 
slack fill. Similar requirements are imposed for canned fruits and other 
canned vegetables. Peach labels, for example, must give variety, form in 
which packed (e. gpeeled or unpeeled, whole, halves, quartets, slices, or 
diced), the density of syrup, and addition of pits, kernels and spice. 

(c) If a food bears or contains any artificial coloring or chemical preserv- 

7 In the original Act the label was required to bear a statement of both the quantity and 
the percentage. The amendment was made in June 1939. 
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ative its label must state that fact- Rulings as to artificial coloring do not 
apply to butter, cheese, or ice cream. (Florida oranges colored with coal-tar 
dye must be marked “color added.” The use of ethylene gas in order to 
hasten the development of color in California oranges is permitted without 
the consumers being enlightened concerning the use of the artificial proc¬ 
ess.) 8 

(d) Reasonable standards of quality and fill of container may be set up 
for all foods. In this way the provisions of the McNary-Mapes Amendment 
requiring the use of a substandard label on canned fruits and vegetables 
falling below a reasonable standard has been extended to all food. 

(e) If a food is represented as having certain dietary uses it is misrep¬ 
resented unless the label bears information concerning its mineral, vitamin, 
and other dietary properties such as are prescribed as necessary, in order to 
inform purchasers as to its value for such uses. 

During 1941 regulations were promulgated “on food for special dietary 
uses.” These are not to be limited to those foods used in the treatment of 
disease but include “superioi foods for general use.” The Federal Security 
Administrator stated: 

The requirement of the Act that fully informative labeling, as specified in 
regulations, appear on foods for which special dietary claims are made is 
squarely in line with the national program for better nutrition. The appear¬ 
ance of such labeling on foods having unusual dietary values will, I believe, 
stimulate the interest of consumers in their dietary needs and lead to a more 
intelligent planning of their daily meals. The educational program for better 
nutrition now being conducted as an essential to National Defense, will be 
furthered by label statements that are factual and informative, but not ex¬ 
aggerated. 9 

(f) Natural as well as artificial poisons in food are brought under con¬ 
trol. 1 ® 


Some “Shortcomings” in Provisions Pertaining to Adulteration, Mis¬ 
representation, and Labeling 

Attempts made to secure multiple standards of quality of food were not 

8 If the method of developing the color is used to market immature oranges, the oranges 
might be declared to be misrepresented. 

9 Release of Food and Drug Administration Regulations are published in the Federal 
Register, Nov. 22,1941. Some controversy arose over the desirability of this ruling. 

10 Selenium is an example of a poison which may at times occur in food and which might 
be classed as natural. It is used in certain insecticides, and may contaminate the sod by 
replacing the sulphur. It may be taken mto plant tissues. In some places it already has had 
a very harmful effect on cattle eating vegetation affected by it. Such a poison in food will 
be dealt with in the same way added poisons were treated under the 1906 act It is necessary 
to show that natural poisons are injurious in order to prohibit sale of products. 
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successful. The Act permits only the setting up of “a reasonable standard 
of quality.” Cavers in discussing the failure to secure compulsory grade 
labeling says: 

The victory of the "National” brands and their publisher allies represents the 
only major defeat of the proponents of the bill in the food field. But with 
the continuation of consumer interest in grading of food products, it seems 
safe to predict that the end is not yet. 11 

The Act does not specifically state that food mixtures must bear in¬ 
formation on the amount or percentage of various ingredients, or even to 
list them in order of importance. It is possible that such information may be 
required in standards of identity in order that the label will not be mis¬ 
leading. For example, a recent ruling on the labeling of meat products re¬ 
quired that one containing two or more ingredients must be labeled to 
show contents listed in order of amounts. 

Soap was excluded from cosmetics. Apparently the only argument for 
this exclusion was that many States taxed cosmetics, so to classify soap as a 
cosmetic would lead States to tax soap: “A tax on cleanliness is a tax on 
health.” In such argument the possibility of States exempting soap from a 
cosmetic tax appears to have been overlooked. 

Ingredients of cosmetics need not be indicated. Persons having allergic 
reactions to certain compounds used in cosmetics will still have to get the 
needed information from other sources. 

No provision is made for having new cosmetics officially tested before 
being released for sale. In 1941, a hair-curling solution caused the death of 
a woman. 12 

No provision has been made for registration of proprietary foods, drugs, 
and cosmetics, though such a provision would increase the ease of super¬ 
vision and reduce the likelihood of dangerous or misrepresented foods and 
cosmetics appearing on the market. 

An attempt was made to require that the label disclose the formulae of 
drugs. Protests from various groups reduced the provision to a declaration 
of presence and amount or proportions of certain specified ingredients. 
Failure to give information reduces the possibility of intelligent self-treat¬ 
ment of minor ailments. 

There is no specific provision for making additions to the list of habit¬ 
forming drugs which must carry a warning. Drugs of this type have in¬ 
creased in recent years. However, the Act does provide that adequate warn¬ 
ings must be given for the use of all drugs. Hence, when new habit-forming 
drugs are introduced, provision is made for requiring that their labels bear 
a warning. 

11 op. dt. r p. 26. 

12 April 5, 1941, p. 1515. 
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At one stage regulations called for a statement of the use for which a 
germicide or antiseptic was designed and the method and duration of the 
application necessary to kill all micro-organisms with which the drug came 
in contact; an antiseptic or germicide might be labeled as effective for 
specific kinds of micro-organisms only if the drug would kill such kinds 
when used as advocated on the label or in customary methods. This re¬ 
quirement was dropped. But the misrepresentation against which it was 
directed may be covered by the prohibition of labeling false and misleading 
in any particular. 

Standards to be Set Up to Make the Act Precise 

Under the Act authority is given: 

1. To establish for foods a definition and standard of identity and a rea¬ 
sonable standard of quality. The establishment of standards for fresh and 
dried fruits and vegetables is not permitted, except standards of identity as 
to maturity and effects of freezing for a limited number of products. 13 

2. To establish tolerances for poisonous ingredients where their inclusion 
is necessary to protect public health. In determining the poison tolerance 
the administrator should take into account the extent to which the use 
of such substance cannot be avoided in the production and the other ways 
in which consumers may be affected by the same or other poisonous sub¬ 
stances. For example, arsenic or lead on a vegetable used only once a week 
might be unimportant, but when a similar concentration occurs on a wide 
variety of vegetables so that a poison may appear in the diet at least once 
a day, a small quantity on a vegetable may constitute a real danger. 14 

3. To prescribe labeling for dietary purposes. 

4. To set up rules which must be established for temporary periods to 
govern the production of food liable to contamination by micro-organisms. 

5. To prescribe tests for strength, quality, or purity of standard drugs 
where official drug compendia do not provide adequate tests of quality and 
suggested revision is not made by the official drug organizations. 

6. To establish reasonable standards of shape and fill of container. 

7. To set forth a statement of precautions to be included on labels of 
drags liable to deterioration, and of adequate warnings and directions for 
use. 

8. To promulgate regulations providing for the listing of coal-tar colors 
which are harmless and suitable for use in foods, drugs, and cosmetics, and 
for certification of batches of dye. 

18 These are avocados, cantaloupes, citrus fruits, and melons. 

14 Under the 1906 act the Supreme Court ruled that the Government must not only prove 
that an ingredient is harmful but that the amount actually present in the food is likely to 
be harmful. 
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Administrative Method of Developing Precise Regulations 

The major rules governing the procedure of setting up specific regula¬ 
tions are: 

1. These shall arise out of public hearings which shall be preceded by 
notices which set forth the proposals to be acted upon. 

2. Orders are to be based only on “a substantial evidence of record at the 
hearings and shall set forth as part of the order detailed findings of fact 
on which the order is based” All evidence must be a matter of record. 

The establishment of the necessary regulations involves three types of 
evidence: (a) based on scientific determinations, e.g., habit-forming prop¬ 
erties of narcotic derivatives; (b) an appraisal of the proper qualities of 
products in terms of human estimation of them, necessary in the establish¬ 
ment of standards of identity and reasonable quality; and (c) facts which 
take account of psychological effects and determine what is likely to de¬ 
ceive and what are adequate labels and directions for use. 

3. The regulations that are drawn up are subject to judicial review 
within 90 days of their issuance or amendment and petition for review, 
which recognizes the right of the producer to a fair hearing, may be filed 
in a Circuit Court of Appeals by any person who may be adversely affected. 
Court review of regulation occurs, however, only in case of controversy. 15 

4. As the result of review, evidence may be forthcoming which may lead 
the Court to remand the proceedings to the Administrator and call for a 
modification of the regulation in the light of the new evidence, and a re¬ 
turn of the case to Court. Or the Court may affirm the order, or it may set 
the order aside wholly or in part, temporarily or permanently. 

The law is unique (1) in the fact that all evidence must be a matter of 
record and (2) in the scope of the judicial power of review of the regula¬ 
tion as such and not just its application to a particular case. 

An Appraisal of the Procedure Provisions 

Fuchs questions both the constitutionality and the advisability of the 
power given the courts to review the regulation. This power gives them 
the right to formulate the regulation, or to legislate, as well as to judge 
whether the regulation has been rightly applied. 16 

A major disadvantage in the procedure provisions is the time lost and the 
expense involved in developing a regulation. Where regulation is based 

10 Fuchs points out that the right of consumers to call for a review is open to doubt even 
though customers undoubtedly are interested persons. Large users of railways have not been 
permitted to challenge the rate orders of the Interstate Commerce Commission. On the other 
hand the Consumers' Counsel of the National Bituminous Coal Commission has been able 
to challenge the price-fixing orders of the Commission. Op . at., p. 67. 

ie Law and Contemporary Problems , vol. VI (1939, Winter), 65. 
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on scientific evidence the difficulty should not be great. Those regulations 
involving psychological evidence and human estimation offer the greatest 
problems. 

A study o£ the difficulties encountered in the administration of the 
McNary-Mapes Amendment suggests, however, certain difficulties which 
may now be avoided. Fuchs states: 

Because of pressure from economic interests, the regulations originally adopted 
apparendy did not represent the real convictions of the administration. In the 
case involving sliced peaches, by later tacit admission, an unjust labeling re¬ 
quirement, subsequently abandoned voluntarily, was enforced against a canner 
to his great loss after having been supported by the manifesdy absurd opinion 
of an interested affiant that the statement, “low quality but not illegal” cor- 
recdy described a fruit whose sole deficiency was irregularity in size. Only 
after six years, following a defeat in court, was a thoroughly fair and effective 
set of labels prescribed. 17 

After weighing the merits of the present procedural regulations, he con¬ 
cludes: 18 

Much bulkier and more expensive administrative records clearly will have 
to be made. Evidence will have to be introduced upon each constituent ele¬ 
ment in the quality of a class of food that is to be subjected to a standard. The 
effects of labels upon persons reading them will have to be established by 
adequate opinion evidence, if not by expert testimony. The task is likely to 
be exacting and long drawn-out. The gaundet of judicial review will have to 
be run more frequendy and with wider reviewing powers on the part of the 
courts. Counterbalancing the difficulties of the foregoing scheme, there will be 
the possibility and even the necessity of resisting pressure from interested 
groups except insofar as it is adequately supported by facts. More dearly- 
reasoned conclusions may result from the improved analysis of the problems 
to be solved. Injustice in particular cases may be avoided more successfully. 
Realistic judicial review may be furthered by the more adequate records with 
which the courts will be confronted—unless the absence of direct contact with 
the witnesses militates too gready against shrewd judicial appraisal of the 
situations presented. In an ideal world, with officials free to pursue the public 
interest which they have at heart, simple, informal administration would be 
preferable; in the world of today, with groups pulling officials powerfully in 
the direction of their advantage, procedural formality in the type of the rule¬ 
making exemplified under the McNary-Mapes Amendment seems likely to 
promote good administration—provided the administrative machine is suffi- 
dendy enlarged to carry the load, and provided further that the courts ex- 
erdse their powers of review with appropriate restraint. 

17 Ibid., p. 6 u 

18 Ibid., p, 62. The provision for a court review was introduced into the bill on April 14, 
1938. In its original form, hearings would probably have gone on interminably. A dead¬ 
lock ensued and the President threatened to veto the bill. The review provisions were amended 
to restrict appeal to 10 circuit courts rather than .85, to put the Secretary’s findings beyond 
challenge, and to limit the circumstances in which rehearing could be granted. 
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Some of the public hearings so far held have been very long, costly, and 
controversial. The bread hearing record, for example, was 4,163 pages in 
length. Food Industries reports that “Average time required to fix a stand¬ 
ard is 10 months ” 19 

New procedure rules have brought a major improvement in that once 
a standard or regulation is established it will have the force of law and the 
standard will not have to be redefined every time a case relating to it arises. 
In this way the work of the Administration should be considerably sim¬ 
plified. Under the previous act, in each case of adulteration and misrepre¬ 
sentation of, say, strawberry jam, it was necessary to reestablish the standard. 
Only in the case of butter was there a legal standard. 

Provision for Enforcement of the Act 20 

Regulations pertaining to the enforcement of the Act include many 
things, e.g., who shall administer the Act, kind of evidence necessary, 
methods of securing samples and records, nature and place of the trial, 
seizure of the products, use of injunction, the type and size of fines which 
may be imposed, the requiring of permits, the inspection of plants, and 
publication of information concerning offenses. 

Who Should Administer the Act? 

At the time the Act was passed it was to be administered by the Secretary 
of Agriculture. Since that time its administration has been transferred to 
the Federal Security Agency. From time to time, questions have arisen as 
to who should administer the Act. The F.DA. in general has rated high 
in efficiency. Some people have wondered what influence arose from its 
being a part of the Department of Agriculture. In the setting up of stand¬ 
ards and the establishment of precise regulations, did consumer interests 
have to play second fiddle to those of an agricultural group? Some people 
are wondering if the presence of the Public Health Service, which is within 
the Federal Security Agency, will influence the administration of the Act. 

Some regulations laid down by the FDA., when it was under the ad¬ 
ministration of the Secretary of Agriculture, were held by some people to 
have been influenced by farm groups. Some, for example, held that poison 
tolerances authorized prior to 1938 were influenced by farmers favoring 
high levels. Under the Federal Security Agency these tolerances have been 
raised somewhat. Corn farmers, in opposition to those raising sugarcane 

19 Feb. 1942, p. 54. 

20 For provisions bearing on imports and exports see the Act. For general discussion see 
F. P. Lee, “The Enforcement Provisions of the Food, Drug, and Cosmetic Act,” Law and 
Contemporary Problems , vol. VI (1939, Winter), 70-90. 
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and beets, were held by some to be responsible for a ruling in 1930 to per¬ 
mit the use ot dextrose in processed foods without declaration being made 
on the label. This ruling also occurs in standards formulated by the Federal 
Security Agency. Clearly if the early ruling was due to the influence of 
some farmers, there is no reason to suppose that it has in any way dimin¬ 
ished. Certain dairy groups m 1941 expressed the opinion that their pro¬ 
tests concerning a margerine standard would have received more attention 
had the F.D.A. still been administered by the Secretary ot Agriculture. 
They may have been quite inconei r in their assumption 

Criticisms ot undue influence have also been raised because ot postpone¬ 
ment of time at which some rulings became effective. This occurred in the 
labeling of citrus fruits dyed in order to conceal immaturity and imperfec¬ 
tions, or to give the color consumers mistakenly associate with fully ma¬ 
ture oranges. 21 In 1934 the Department of Agriculture announced that the 
addition of color to oranges must bf conspicuously declared; that where the 
addition ot color to oranges concealed inferiority, the fruit, even though 
satisfactorily labeled, would be deemed adulterated, and that after Sep¬ 
tember 1, 1936, Federal action would be taken whenever adulteration oc¬ 
curred. The date was later postponed. This was done with assurance from 
the State of Florida that all unripe oranges would be withheld from 
market. 2 - Temporizing in the introduction of rulings may be done to avoid 
“disruptions' of markets. An agency administering market rules is likely 
to pay considerable attention to the “undesirable” effects of “hasty” rulings. 

Evidence of Fraud Unnecessary 

Misrepresentation is by itself now an offense in the sale of drugs as well 
as food. In the former it is no longer necessary to prove fraud in order to 
get an indictment. Crawford of the Food and Drug Administration in 
writing of former difficulties states. 

Technically trained inspectors ferret out the required evidence ot bad faith. 
Perhaps local physicians have told the manufacturer his medicine is worthless. 
Dissatisfied customers may have reported to him their sad experiences. He 
may have continued the publication of testimonials after he knew the writers 
were dead from the disease supposed to have been cured. He himself may 
have had the disease and not relying on his own concoction, sought the atten¬ 
tion ot physicians. In countless ways his duplicity is revealed. 28 

21 For discussion of artificially coloring oranges by various methods see “Ripe, Gassed, or 
Dyed Oranges ” Consumer? Research, General Bulletin, April, 1935, pp, $-5, 

22 U. S. Dtpt of Agri., Release, Aug. 6, 1936. The test of ripeness was to be 8 parts of 
sugar to one pan of acid. It so happens, however, that when orange trees are sprayed with an 
arsenic insecticide that the fruit develops with very little acid. Hence the test of “8 to 1” does 
not detect unripe fruit. 

28 “Technical Problems m Food and Drug Law Enforcement,** Law and Contemporary 
Problems, vol I (1933, Dec)* 42 . 
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Inspection of Plants Possible 

Methods of securing access to records and samples is much improved. 
Factory inspection for all types of establishments is provided, although a 
request must be made of the owner and permission received before such 
inspection. 24 Through inspection the F.D.A. can determine the likelihood 
of the Act’s being violated because of existing conditions. 

Provision is made for a compulsory emergency permit system. It is ap¬ 
plicable to any class of food that may be contaminated from micro-organ¬ 
isms during manufacturing, processing or packing, if the contamination 
might be injurious to the health and cannot adequately be determined 
after the food enters interstate commerce. Presumably it is to be applied 
only temporarily when such inspection is necessary to protect public health. 
Prior to the passage of the Act in 1938 voluntary inspection of sea foods 
was provided by the FJD-A. It was used chiefly by the shrimp industry. It 
may now become compulsory for any industry for a period while conditions 
in violation of the Act are being eliminated. While the permit system is in 
effect no food can be shipped in interstate commerce by a seller not holding 
a permit. Permits may be suspended if regulations laid down are not ad¬ 
hered to 25 

Multiple Seizure 

Multiple seizure was the best weapon of the 1906 Act, so it was natural 
for enemies of the bill to attempt to weaken it. The much-discussed Bailey 
amendment permitted only a single seizure unless previous judgment had 
been given against the claimant for a similar offense. Modification of this 
amendment occurred. Whereas formerly multiple seizure was unlimited, 
the present law lists the conditions under which it may occur. 

It is now permitted in case of adulteration, if the alleged misbranding has 
been the basis of a prior judgment in favor of the United States, or if there 
is reason to believe from facts ascertained without hearing that the mis¬ 
branded article is dangerous to health, or that the labeling is fraudulent^ 
or would be in material respect misleading to the injury of the consumer. 
It seems highly probable that present restriction will not in any important 
way handicap the enforcement of the Act. In the case of multiple seizures, 
proceedings may be consolidated at one place. Each seizure is, however, 
treated as a separate case. 

Change of Court 

The 1906 Act made no provision for change of Court in which to try the 

2 * Under the emergency permit control, which applies to food only, access for inspection 
cannot be denied. 

26 The Meat Inspection Act (see pp. 430-1) provides an example of compulsory inspection. 
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case. The present Act provides that, if the defendant should so wish, the 
case shall be tried in a district of “reasonable proximity to the claimant’s 
place of business, unless good cause can be shown to the contrary ” The final 
clause was a compromise as was true of many other provisions. At an early 
stage, an attempt was made to have the trial in the claimant’s own district 
where it was felt that judgment of a jury would tend to favor the industry 
rather than the user of the product. The provisions do permit a shift but 
also make it possible to have a neutral district. 26 


Use of Injunction 

The Food and Drug Administration may replace criminal proceedings 
by an injunction, i. e., an order from the courts to cease certain acts. The 
injunction proceedings are based on the common law right to abate and 
restrain public nuisances through court orders. 

It is a long-established principle to allow “the attorney-general or other 
official to enjoin as well as prosecute public nuisances, which constituted a 
source of continuing injury to the public health and convenience.” 27 

This resort by public officials to the injunction to stop illegal establishments 
... is defended on several grounds. Public safety is then much more surely 
and rapidly maintained than by criminal proceedings. The police will not ar¬ 
rest for some offenses, and juries will not convict. In any case jury trial means 
delay. ... In a criminal trial the defendant’s guilt must be proved beyond 
a shadow of a doubt, while a padlock injunction or a jail sentence for con¬ 
tempt can be obtained on a bare preponderance of the evidence. Furthermore 
a prosecution cannot be brought until a crime has been committed, while the 
injunction can often forestall the offense and thus prevent any injury to the 
public. Finally, an injunction is sometimes more humane to defendants. If 
successfully prosecuted they will be punished for acts which perhaps they 
thought legal, whereas the injunction gets rid of the objectionable establish¬ 
ment without punishing individuals, so long as they obey the court order. An 
injunction tells the defendant exactly what he must do and so serves as a 
much fairer warning than a general criminal statute, which men sometimes 
disobey without knowing. 88 

Fines 

Fines for violation of the Act are increased. For willful violation the 
penalty may be imprisonment for not more than three years, or a fine of not 
more than $10,000, or both. There should be some falling off in the number 

26 Furthermore, place of trial is not so important as formerly. The power of the court in 
any single case has been somewhat reduced. The courts can no longer decide, for example, 
what poison tolerance, such as spray residue on fruit, is legal. A legal tolerance will be 
established by a process of bearings and court review which will apply in all cases. 

27 Z. Cbafee, Jr., “Injunction,” Ency. of Soc, Set voL Vm, p. 56. 

28 Ibid., p. 56. 
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of enterprises which treat fines merely as a nuisance tax or a license to 
operate an illegal business. 

There is a question whether the fines are sufficiently high. In 1940 a drug 
company discovered that it had released hundreds of thousands of dan¬ 
gerously contaminated tablets. In place of issuing a general warning to 
doctors and hospitals, the company tried quietly to recall the dangerous 
tablets. In the meantime they continued to be used. Three months after the 
company knew of the danger the FDA. got wind of the situation. Con¬ 
sumers’ Union writes: 

As we go to press it is reported that a total of 17 deaths has resulted to date 
from the use of the contaminated tablets. 29 

Should penalties be sufficiently high that no company would attempt to 
protect its reputation by taking chances with lives of consumers in this way? 

Publicity 

Under the 1906 Act the Administrator was authorized to publish reports 
of judgments, regulations, and decrees. The 1938 Act permits him to dis¬ 
seminate information regarding foods, drugs, devices, or cosmetics involv¬ 
ing “imminent danger to health or gross deception of the consumer.” Con¬ 
sumer education, if effectively carried on, might be a very helpful method 
of reducing violations. 

In evaluating the enforcement provisions Cavers expresses the opinion 
that the new remedy of injunction and other procedural improvement out¬ 
weigh the regressive effects which may arise from the limitation of seizure 
powers, and the trial in the judicial court in reasonable proximity to the 
claimant’s place of business. The judicial review (he thinks) may cause 
anxiety but “can be fully appraised only after the courts have spoken.” He 
concludes: 

A perfect law has not been achieved. That must wait upon the education of 
the consumer, the spreading of a sense of public responsibility within the af¬ 
fected industries, and the extension of medical care on terms within the reach 
of those who now rely upon the radio and advertising pages for diagnosis 
and prescription. Progress along all three lines is evident. 80 

Action Following Legislation 

The passing of an important bill protecting broad social interest is usually 
accompanied by a burst of public enthusiasm. Once the legislation is enacted 
a false sense of security often prevails. The attention of those concerned 
with consumers’ interests tends to be absorbed by other things. But un- 

29 Consumer/ Union Reports , April, 1941, p. 89. Sec also JjI April 5, 1941, p. 1527. 

29 Od* pit., n. ah. 
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relenting, never ceasing, are the efforts to evade the law, to modify its provi¬ 
sions, to complicate its enforcement. There is need for constant vigilance. 
Frequent revision may be necessary to restore the original intent of the 
law, or to adopt new provisions more in accord with changed situations. 
In addition, constant support and interest are necessary if appropriations 
for enforcement are to be maintained. 

Amendments to weaken the Act must be guarded against. 

Some people feel that at the present time more adequate appropriations is 
the major need. The 1939-40 appropriation was about one-quarter more 
than that made available earlier to enforce the 1906 Act, and about one-half 
of the amount requested by the FJDA. 31 

Another need at the present time is the amendment of State legislation 
to bring it in line with the Federal Act. 

Controversy Occurring in Setting Standards 

The work of setting up official standards has been started. As is to be 
expected, much controversy has ensued. Some of it is a ^ continuation of 
issues raised several years ago. 

No issue has occasioned more heat than that of poison tolerances. In 
1940, standards of tolerances for lead and arsenic on apples and pears were 
changed. The new tolerances were “based on the results of a three-year 
study made by the United States Public Health Service.” 82 
Considerable protest came from Consumers’ Union, for example. It con¬ 
sidered that the standards set represent “a triumph for the growers and a 
serious hazard to consumers.” 33 They quote the authority of Carlson, an 
outstanding physiologist, who states: “Have reviewed all work on lead 
and arsenic poisoning by the Public Health Service and in my judgment 
that work furnishes no scientific basis for permitting more lead and arsenic 
on apples and pears.” 34 
Shrader states: 

The whole subject of the toxicity of sprays needs thorough study in the in¬ 
terest of public health. 85 

From the standpoint of consumers the tolerance allowed should be safe 
beyond all shadow of doubt. 

The controversy on sugar has also extended over several years. It has 
centered largely on canned fruits. The desire of canners to substitute dex¬ 
trose (com sugar) for sucrose ( cane and beet sugar) may be laid to two 

31 R. D. Touslcy, “The Federal Food, Drug, and Cosmetic Act o£ 1938,” /. Marketing. 
vd. 5 (1941, Jan.), 359-69. 

82 Federal Security Agency, Release, Aug. 12, 1940. 

88 Consumers* Union Reports, September, 1940, p. 18. 

84 Ibid 

85 J. H. Shrader, Food Control, Its Public Health Aspects, 1939, p. 416. 



LEGAL QUALITY AND INFORMATION 425 

factors: the use of dextrose may improve quality and its price per pound 
has been less than that of sucrose, in 1939 16 per cent less. 36 In a quart of 
fruit containing one-quarter pound of sugar, the use of one pound of 
dextrose with every 3 pounds of sucrose would result in saving about one- 
twentieth of a cent per quart. 

In 1940 standards of identity were promulgated for several fruits, 37 and 
in 1942 following further hearings amendments were announced. 38 Stand¬ 
ards of identity permit the use of various sweetening agents: cane, beet, 
and corn sugar, and corn syrup. They require that labels state the 
density of the syrup used: e. g. light, heavy or extra heavy syrup, and that 
dextrose shall not be more than one-half the weight of the sucrose. 

Sucrose industries supported and the corn sugar and syrup industries 
opposed a ruling requiring that canned fruits to which dextrose was added 
bear a statement indicating its addition. Their attitudes are in part based 
on the belief that many consumers look upon dextrose as an inferior sugar. 
Ideas irrespective of properties of foods affect consumer choice. 

Information of the presence of dextrose in a food is needed if important 
properties of the food are affected. Without information savings effected by 
the substitution would tend to be passed along to consumers, since competi¬ 
tion among those using dextrose would express itself in price. Sucrose and 
dextrose differ in sweetening power—dextrose being rated as about two 
thirds as sweet as sucrose. Findings of the FD.A. would indicate, how¬ 
ever, that consumers are more sensitive to the density of the syrup of canned 
fruits than to its sweetness. 39 In so far as a pound for pound substitution of 
dextrose for sucrose occurs and consumers do not notice a difference in 
sweetness, canned fruits whether processed with or without dextrose are 
to all intents and purposes identical in sweetness, density and food valuer 
and information concerning substitution would, to the extent that they 
relate to these qualities, be unnecessary. In view of the difference in ob¬ 
served sweetness in other foods with type of sugar used, consumers’ lack 
of sensitiveness in the case of canned fruits may seem surprising. If sweet¬ 
ness is important and dextrose replaces sucrose, calories are increased. Infor¬ 
mation concerning this fact might well be required on labels. Where 
substitution causes a difference in observable sweetness it may be important 
to require information—if measures of sweetness are available. Existing 
price ratios will prevent a substitution of dextrose for sucrose in foods where 
difference in sweetness is important. Price ratios are, however, subject to 
change. 

88 This price difference is based on the cost of sugar to processors of fruit as reported in 
the 1939 census. 

87 See Code of Federal Regulation of the U.S.A., 21, CFR, Supp. 2.701. 

88 Federal Register, January 8, 1942. 

89 Ibid., p. 171, Finding 31. For further discussion see M. G. Reid, Food For People, 1942, 
Ch. 25. 
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During 1941 a controversy was waged over the standard promulgated for 
margarine which required a content of at least 80 per cent fat (the fat 
standard required for butter); further a description of ingredients used 
must appear on the label. 40 The standard permits the use of coloring, flavor¬ 
ing, and the addition of vitamins and certain preservatives provided the 
consumers are advised on the label of their presence. This ruling permits 
no ingredient to be used in margarine that manufacturers of it have not 
used in the past and that other food processors are not permitted to use. 
The main change effected is the mandatory ruling on fat content and the 
requirement of description of product. 

Following the promulgation of the standard, dairy groups attempted to 
have it set aside and further hearings held. McNutt, Federal Security Ad¬ 
ministrator, announced October 31,1941 that “it is in the public interest to 
deny the petition.” 41 There seems no valid grounds for saying that a 
ruling requiring accurate labeling of ingredients, that were in common use, 
is evidence that the F.D.A. is attempting to increase the consumption of 
margarine. 

Seizures by the FDA . 

Although there were postponements delaying the date at which parts of 
the Act became effective, all parts of it now apply. It will be many years, 
however, before its full effects are apparent. The process of evolving neces¬ 
sary standards is a slow one, nor can all offenses be handled at one time. 

Action on some offenses, however, came soon after enactment. Within 
three weeks from the signing of the Act, poisonous eyelash dyes were seized 
and many seizures during the first year were made of poisonous cosmetics 
and dangerous fat-reducing compounds and devices. 

In the first year of enforcement, 1,222 applications for new drugs were 
received, of which 680 were permitted to become effective. 

In 1941 the FDA. announced that it would direct its attention to so- 
called “cold cures.” It stated: 

Present-day medical opinion supports the view that there is no known sub¬ 
stance or mixture of substances which can be relied upon to prevent or cure 
colds. Surveys of products which now appear upon the market show that many 
of them make claims involving the treatment or prevention of colds which 
are not justified by the scientific facts; others exaggerate the effects which the 
medications will have upon the symptoms. 42 

Another step was taken in 1941 when the FDA. ordered its first seizures 
of canned goods using “A” and “Fancy” grade labels. The FDA. contends 

40 FJXA. Ruling, April 17, 1941. 

41 Federal Security Agency, Release, October 31, 1941. In March 194a the Court had not 
yet passed on the ruling. For further discussion see M. G. Reid, Food For People, 1942, Ch. 25. 

42 Federal Security Agency, Mimeo. Release, Feb. 3, 1941. 
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that “Fancy” grades are looked upon, by consumers as “A” grade. The sei¬ 
zures were made on the ground that an official “A” grade for the product 
seized has been set up by the Agricultural Marketing Service, and that such 
a label must be used only if the product conforms to official standard. 43 
The Food Field Reporter, April 14, 1941, expresses the opinion that if the 
courts uphold the legal objectivity of A.M.S. standards, grade-labeling pro¬ 
ponents will receive their greatest boost, but if not, standards for grade la¬ 
beling will suffer a setback. 44 

If the courts do not uphold the objectivity of the AMS. grades it may be 
necessary to set up new standards on a different basis, or to expand on a 
voluntary basis the continuous inspection program with labels bearing a 
statement of U. S. inspection and depend on consumer attitude to extend 
their use 45 

Actions of many canners would indicate that there is likely to be ac¬ 
ceptance of seizures as evidence of violations. 


State and Municipal Laws Bearing on Foods, Drugs, and Cosmetics 46 

In protecting consumers’ health and purses, adequate Federal legislation 
and enforcement are not enough. Alsberg, formerly Director of Stanford 
Food Research Institute, says that he “has known of cases in which food 
manufacturers have produced goods that were adulterated under the Fed¬ 
eral law or of very low quality to sell in their own city or State and a quite 
different, superior line for sale outside their State.” 47 State and municipal 
laws and their enforcement are important for products manufactured, and 
processed, and sold within the State, and also for products repacked, la¬ 
beled or relabeled after coming in from another State. Even where satis¬ 
factory legislation exists, State authorities at times depend too much on 
Federal inspection. 

For such things as milk, ice cream, ice, bakery products, control and 
investigation of conditions of retail sale must, for the most part, be local. 
Sporadic investigations frequendy indicate that certain products are often 
far below minimum standards. For example, in 1934 the County Consumer 
Council of St. Paul, Minnesota, had samples of ice cream analysed. Many 

43 A recent study (May 28, 1941) by the St Louis Better Business Bureau reports that 
"Grade labeling shows amazing degree of inaccuracy.” Cans bearing A, B, C grade labels 
of products for which official standards have been established were purchased and sent to 
the Agricultural Marketing Service of the U. S. Department of Agriculture for grading. 
Almost one-third were reported to be below the grade indicated on the can. 

44 For discussion of the objectivity of AMS grades see M. G. Reid, Food For People, Ch. 25. 

43 For discussion see p. 450, infra. 

40 Meat and milk are discussed later. See pp. 430-5, infra. , 

47 "Some Economic Consequences of Commodity Control,” Law and Contemporary Prob¬ 
lems, vol. I (1933, Dec.), 46. 
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were far below the minimum standards: bacteria count and percentage of 
air were both high. To assist in enforcing local regulations as to sanitation 
of bakeries, dairies, retail stores, etc., or as to sale of drugs, firms are usually 
required to have a license. If standards are not maintained the license may 
be revoked. 

Prior to the enactment in 1938 of the Federal Act the State of Maine had 
passed a law prohibiting the sale of certain dangerous cosmetics, and re¬ 
quiring registration of products. Of 5,000 cosmetics submitted for registra¬ 
tion in accordance with the State law, 136 were outlawed, 23 were forced to 
change their formula, and precautionary labels were attached to 72; 18 

A North Dakota law became effective July, 1937. It forbids false and 
misleading advertising, requires labels to bear a statement of quantity of 
ingredients. Provision is made for testing and publication of results. A 
Louisiana law enacted in 1936 requires registration of proprietary foods, 
drugs, and cosmetics. 

The Federal Act has stimulated revision of State laws. Revisions are 
still far from complete or adequate, and enforcement of such laws as exist 
in many cases is very feeble. Both legislation and its enforcement vary 
gready from State to State. 

State laws pertaining to single foods are numerous. New York, for ex¬ 
ample, requires retail labeling of eggs: 

It shall be unlawful for any person to sell or offer to sell or expose for sale 
to a- consumer any eggs intended for human consumption other than those of 
his own production without notifying by a suitable sign or label the . . . per¬ 
sons purchasing or intending to purchase the same of the exact grade or 
quality of such eggs, according to the standards prescribed by the commis¬ 
sioner of agriculture and markets. 

No person shall sell, offer for sale, or advertise for sale as fresh eggs, strictly 
fresh eggs, hennery eggs, or new-laid eggs, or under words or description of 
similar import, any eggs which are not fresh. No egg shall be deemed to be 
fresh which does not meet the standards of quality of fresh eggs established by 
the commissioner of agriculture and markets. 49 

In 1935 Oregon passed the first law requiring all butter sold to be graded. 
The grades established were “A, B, C.” The U. S. Department of Agricul¬ 
ture standards are based on scoring which takes into account flavor, texture, 
color, salt, and package. Its 93 score butter is top grade. Considerable inter¬ 
est is shown in the fact that during the year following the grading in Oregon 
an increase in per capita consumption of butter occurred. Furthermore, 
creameries in the State made more grade A butter and less of grades B and 

48 “Guarding Consumers,** Business Week,, January x6, 1937, p. 41. 

49 Agriculture and Markets Law, 1935, Agri. Bui., May 1935, p. 123. It is of interest that 
the most detailed labeling requirements in the New York law apply to agricultural seeds 
and fertilizer. 
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C than they did the previous year. Similar grading rules are being con¬ 
sidered in other States. The State of Washington has a grading law which 
says that all butter scoring less than 90 must be marked “Under Grade— 
Made from No. 2 Cream.” 50 

North Dakota has several interesting regulations as to informative label¬ 
ing. Each package of flour manufactured or offered for sale in the State 
must bear, in a conspicuous place, a legible and plainly written statement 
giving the approximate percentage of each kind of wheat used in its man¬ 
ufacture, the State or States in which the wheat used in the manufacture of 
the flour was produced, and finally the percentage of protein in the flour. 
One cannot but wonder whether North Dakota farmers and millers rather 
than consumers’ need for information were not the moving spirit behind 
this ruling. 

The State of Connecticut, for example, has a law which provides that 
packages or containers of potatoes must be conspicuously marked or 
labeled with the name of the official Connecticut or U. S. grade, or other¬ 
wise with the term “Unclassified” or “Ungraded.” Farmers who sell from 
house to house as well as retailers have to comply with this ruling. New 
York State requires that packaged apples shall be conspicuously labeled to 
show grade and that grapes in closed packages, if not marked “Ungraded,” 
shall bear a statement of grade. These rulings affect wholesale more than 
retail selling since these fruits are usually not sold to consumers in large 
units. In New York State, also, if maple sugar is used in a mixture, the 
label must bear a statement of ingredients. 

The city of Seattle, Washington, requires that meat be graded and 
stamped according to U. S. Government grades. The requirement went 
into effect on September 1, 1936. 

California requires the labeling of substandard canned food. Most States 
have laws requiring that retailers make it known, in some way, that they 
sell cold-storage products. In many cases all that is required, however, is a 
poster announcing, “Cold-storage products sold here.” Labeling of specific 
products may not be required. 

In a few cases official State grades have served as interstate trade barriers. 
In some cases, for example, eggs with a tremulous air-cell are ruled out of 
the top grade. The greater the distance an egg is shipped the more likely 
is the air cell to be tremulous. Many specialists claim that this condition does 
not in any way affect the quality consumers want in an egg. Some States 
have a regulation requiring eggs produced within the State to be labeled 

50 Butter grades in 1937 were in the process of revision. Special attention was being given 
to consumer standards. It is recognized that separate State standards might cause much 
confusion. In addition, butter comes under the Commodity Exchange Act and the need 
for a thoroughly workable standard has become especially important. 
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“fresh” provided only that they are not partly or wholly decomposed and 
have not been in cold storage and have not been shell-treated.S 1 

Another type of labeling is occurring. For example the “New England 
Quality Label” is awarded to a local producer of a specified food which com¬ 
plies with certain standards of packing and grading. An inspection service 
is maintained by a New England Commission. The prime purpose of this 
is to meet competition of products from outside the State. It has little or 
no merit as an aid to consumers in evaluating quality unless home products 
are superior to those from outside the State because of variety, or state of 
maturity when marketed, or difference in handling and time in marketing. 
Such labeling is however not compulsory. 

In some cases, out-of-State products may have to be labeled with the 
name of the State in which they were produced. Such information may 
assist consumers if foods from certain regions have a special flavor or some 
peculiarity that can be identified only in this way. This requirement is, 
however, usually accompanied by an “educational” campaign emphasizing 
the superiority of home-grown products. Products from out of State may 
be required to be marked as “shipped,” even though State products may 
have had to travel even farther to reach the consumer than those from out 
of State. Consumers are presumably to think that “shipped” products are 
likely to be less fresh than those not so identified. 

Grades are sometimes used to differentiate identical or almost identical 
products in order to secure a higher price from consumers with higher in¬ 
comes or from those who feel that only the best is acceptable to them. The 
separation of milk into two grades “A” and “B” in New York City, a 
practice which was discontinued in 1940, appears to have been largely 
for this purpose. 52 

Meat and Poultry Inspection to Protect Health 

A Federal Meat Inspection Act was passed in 1906. It provided for in¬ 
spection, by the U. S. Bureau of Animal Industry, in all establishments from 
which meat is shipped in interstate commerce: 

(a) to detect and destroy diseased and unfit meat, (b) to require that the 
preparation and handling of food composed wholly or in part of meat be 
conducted in a clean and sanitary manner, (c) to prevent the use in meat 
foods of harmful substances, (d) to require the application of the marks of 
inspection to inspected products, and (e) to prevent false and deceptive label¬ 
ing or marking or misleading statements in connection with meat foods for¬ 
warded from inspected establishments. 

51 G. R. Taylor, et al.. Barriers to Internal Trade in Farm Products, U. S. Department of 
Agriculture, Special Report, 1938, p. 813 W.P.A., Barriers to Trade Between States. Marketing 
Laws Survey, 1939, especially pp. 48-54. 

62 See Consumers’ Union Reports 1936 to 1940 for extended discussion of this issue. 
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The cost of meat inspection is borne by the Federal Government. Before 
inspection is granted building plans must be approved to see that they 
measure up to sanitary requirements. At the present time almost two-thirds 
of all meats are Federally inspected. 

Some States have regulations affecting sanitary conditions of slaughter 
houses but in no State is inspection of all meat required. A few municipali¬ 
ties have inspection service for intra-State meats. Shrader states: “Most of 
them operate under a totally inadequate and casual round of occasional 
visits to abattoirs and meat-handling establishments—a practice which 
keeps only a small percentage of unwholesome meats off the market.” 53 

Poultry inspection is under the Agricultural Marketing Service. The 
recent trend toward the evisceration of poultry at or near the point of 
shipment has gready increased the use of Federal inspectors. Poultry re¬ 
jected by them as diseased probably may find its way into consumption 
within the State in which it is produced. Standards set for barring poultry 
from a given market may far exceed those necessary to protect health. A 
New York City ordinance in the spring of 1941 barred all eviscerated third- 
grade poultry coming from out of State, a ruling barring much wholesome 
poultry whose chief defect was bruises. 

Meat inspection to protect purses as well as health is important. Poor 
quality is passed off as good, and some dishonest butchers force water, un¬ 
der pressure, into cuts of meat in order to increase their weight. Legal 
protection on such matters is almost wholly absent, although in 1941 a 
Federal bill was introduced requiring grading. A similar bill was intro¬ 
duced in New York City. 

At the present time some consumers mistake the inspection seal for a 
seal signifying superior quality. 

A Safe Milk Supply 

The provision of safe milk depends on the quality of milk coming from 
farms, care in handling, and whether or not the milk is pasteurized. 

The likelihood of consumers having pasteurized milk varies with the 
population of their community. The U. S. Public Health Service reports 
that “In 1936, 74.7 per cent of the total milk supply of all municipalities 
of over 1,000 population in the United States was protected by pasteuriza¬ 
tion. For all municipalities between 1,000 and 10,000 population in the 
country the weighted mean was 39.8 per cent; for all cities over 10,000 it 
was 83.1 per cent. 54 In communities having 1,000 to 2499 population only 

08 Op. dt., p. 288. 

Supplies and Their Control in American Urban Communities of Over 1000 
Population in 1936, Public Health Service Bulletin No. 245, 1938, p. 25. 
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244 per cent of the milk supply was tuberculin tested and pasteurized. 30 
In villages under 1,000 the proportion undoubtedly is much less. 

Except for the Import Milk Act relating to milk coming from Canada, 
milk regulation is a State or municipal problem. The Import Milk Act 
allows permits for importation of milk and cream 

after it has been shown that the cows from which the milk is taken are healthy 
and have been subjected to a physical examination including a tuberculin test 
. . . and that the farm from which the milk comes, or the plant in which 
it is handled, scores at least 50 on the score card drawn up by the Federal 
Bureau of Dairy Industry. 16 

The milk is inspected at the border to make sure it meets the standards 
of bacterial count set by the act, and that its temperature is controlled. 

Many States have established minimum sanitary conditions for milk and 
additional standards for superior grades have also been set up but these 
are in few cases mandatory. 

Although each State or municipality is free to formulate its own 
standard governing quality of milk to be sold, many have adopted the 
standard milk ordinance suggested by the U. S. Public Health Service. In 
1936 Frank, of the U. S. Public Health Service, reported: 

During the past twelve years approximately 600 American communities have 
adopted the uniform milk ordinance recommended by the U. S. Public Health 
Service. 57 

Frank further reports, however, that relatively few of these communities 
have strict enforcement: 

The mean cost reported by the 74 cities which were strictly enforcing the 
ordinance as shown by ratings 90 per cent or higher was 8.3 cents per capita 
per year. . . . 6S 

The cost of enforcement varies somewhat with size of community. For 
example in 1936 the per capita expenditure for local milk control, in mu¬ 
nicipalities having it, was 8 cents per year in population centers of 1,000 
to 2,499, and 5.6 cents in those of 500,000 and more. 39 Although the pro¬ 
portionate difference per unit is considerable, 8 cents per capita per year 
hardly seems a high cost for the assurance of safe milk. The development 
of public health laboratories on a county and regional basis should serve 
to improve the milk supply in small towns. In so far as costs are a factor 
checking adequate inspection, low-cost methods should be sought. 

58 Und,, p. 35. 

56 The Food, Drag, and Insecticide Administration, U. S. Department of Agriculture, 
Miscellaneous Publication, 48, 1929, p. 17. 

07 Quoting from R. W. Bartlett, The Prtce of Milk p. 100. 

88 Ibid., p. 101 

89 Public Health Service Bulletin, no. 245, p. 63. 
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A milk standard, like any other minimum, should provide a very high 
degree of health protection. Every sanitary code for milk sets forth cer¬ 
tain conditions which may refer directly to characteristics of the milk as 
well as to the condition of the cows, methods of producing and handling 
of the milk and the frequency with which farms are inspected or tests of 
milk made. In order to avoid unnecessary expense no conditions should 
be required which are not essential to securing milk of satisfactory quality. 
At times in sanitary codes, conditions are required because it is assumed 
that they contribute to a satisfactory product, when in fact they have little 
or no bearing on it. As techniques of examining milk improve and fac¬ 
tors which influence its quality are better understood, sanitary codes may 
need to be revised in order that they do not impose unnecessary costs. 

The cost of milk inspection in cities where effective control has been 
achieved differs greatly. Bartlett compares the inspection costs of New 
York City, which evolved its own inspection specifications, with those 
of St. Louis, which operates under the standard milk ordinance of the 
U. S. Public Health Service. In 1939 the inspection cost for New York 
City was 0.48 cents per 100 pounds of milk, whereas that for St. Louis 
was 5.00 cents. In spite of the relatively low cost, New York City has very 
high quality milk as measured in terms of freedom from milk-borne 
diseases. 

In comparing these two cities Bartlett finds that “the main difference 
lies in the frequency of farm inspections.” 00 He raises the question of 
whether a more direct approach to the problem does not lie in an examina¬ 
tion of the milk rather than its surroundings. “By this method, farm in¬ 
spections can be limited to one or two a year.” 61 The desirability of such 
a shift rests also on the fact that after farm inspectors have done as good 
a job as they can, the quality of the milk is not thereby guaranteed. 

Cost of safe milk could be further reduced if only those conditions on 
farms having a bearing on the quality of milk were required. Brew, for¬ 
mer dairy bacteriologist of the New York Agricultural Experiment Sta¬ 
tion, reports that many conditions required in the standard milk ordinance 
of the U. S. Public Health Service, for example, may be looked upon as 
non-essential to the quality of milk. 62 

It seems highly important that progress be made in revision of standards 
and systems of inspection, and that an increased number of families be 
provided with pasteurized milk of satisfactory quality, and that consumers 
are not saddled with unnecessary costs. 

In some communities more than one sanitary standard is set, the lower 

®° Op. dtp. 101. 

61 Ibid., p. 103. 

**lbid. 
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quality selling at a lower price than the higher quality. The desirability of 
such dual grades in some communities has been much discussed. Some 
people object to them on the grounds that the poorest grade permitted in 
any system must be safe. Some public health officials believe that they 
make enforcement more costly. Others who feel that their use simplifies 
enforcement maintain that a sanitary standard excluding a producer from 
the fluid milk market is going to be resented, whereas one that results in 
his receiving a lower price provides an incentive for improvement. On this 
basis dual sanitary rules might, however, have a place only in the early 
stages of improving the milk supply. Such a policy would be based on the 
assumption that temporarily quantity rather than quality of milk was im¬ 
portant to consumers, or that immediate protection of consumers’ health 
from milk-borne infections was less urgent than minimizing the disturb¬ 
ances in the local industry in bringing improvements. 


Sanitary Inspection of Milk, a Barrier to Trade 

Sanitary rules governing milk supply get public acceptance because of 
their bearing on health. Under cover of these, producers in many places 
have a restricted supply: 

In the alleged interest of the consumer and defended by doctrines couched in 
such hackneyed phrases as police power, public health, and public welfare, a 
mushrooming of legislation has spread designed to effectuate governmental 
supervision and control through licensing over many types of trades, busi¬ 
nesses, and occupations.® 8 

Regulations in many instances call for sanitary inspection, and ship¬ 
ment of milk to a given market is permitted only when a license is granted. 
Through limiting the amount of inspection and the granting of licenses, 
the health- and sanitary-inspection may be used for the purpose of retaining 
a larger part of the market for a selected group of producers. The Federal 
Trade Commission states, for example, that: 

There are indications that Connecticut has used its milk-inspection laws ad¬ 
vantageously in keeping out milk from other States, although it does not 
admit this use of its powers. 64 

Sanitary standards are most important for fluid milk. Compulsory in¬ 
spection is, however, increasing for other dairy products, and attempts to 

68 1. W. Silverman et al., "Control by Licensing over Entry into the Market,” Law and 
Contemporary Problems, April, 1941, p. 234. For more extended discussion see M. G. Reid, 
Food For People , 1942, ch. 24. 

64 Sale and Distribution of Milk Products, Connecticut and Philadelphia Milksheds, 74th 
Cong., 1st sess.. House Doc. (1935), p. 90. See also G. R. Taylor et al., Barriers to Internal 
Trade in Farm Products, Special Report of U. S. Department of Agriculture, 1939, p. 6. 
Many other examples are included in this report. 
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restrict trade are also apparent. For example the city of Cleveland re¬ 
quires that “All evaporated condensed milk sold must come from farms 
inspected by Cleveland officials. As a result, at least one company engaged 
in the sale of these commodities has had to shoulder the expense of send¬ 
ing Cleveland officials to inspect Wisconsin farms.” 65 One city ordinance 
requires that no butter be used in the ice cream sold except that from 
farms certified by local inspectors. There is no evidence that such a 
ruling is necessary to protect health if butter is made from pasteurized 
cream. 

Efforts to exclude the milk of some producers have in some instances 
led to the raising of standards. Of this action Taylor writes: 

In any given case it would probably be impossible to tell in what degree this 
resulted from attempts to exclude outside milk or from a sincere desire to 
improve the quality of the product. But supposing the latter motive to be 
dominant, there is serious question from the social point of view as to how 
high these standards should be permitted to go. It is at least arguable that 
health protection beyond a certain degree may cost more than it is worth. 6 ® 

The insistence of States and cities that only their own officials are quali¬ 
fied to rate the sanitary conditions of farms supplying milk may in some 
instances be wise. Inspectors in some States are poorly qualified for their 
work, the positions being used as political awards and not given on the 
basis of competence. The rule in some cases constitutes a deliberate attempt 
to check imports. A remedy for this is to evolve a satisfactory standard 
ordinance that does not impose unnecessary costs in production and 
handling nor in inspection. Then to encourage all cities and States to adopt 
it, and to provide an inspection system where appointments are made 
on the basis of competence. This inspection system would be controlled 
by both Federal and State governments, so would be acceptable for both 
m interstate and intrastate shipments. The Consumer/ Guide in discussing 
such a program writes: 

Standards of Federal-State inspection would be uniform, and a city health de¬ 
partment would then admit milk from any farm which obtained approval of 
the Federal-State inspector, wherever the farm was located. 67 

F.T.C. Regulates Labeling 

The F.T.C. responsibility for checking unfair competition, which ap¬ 
plies equally to advertising and labeling, has been discussed in chapter 
XX 3 IL Until very recently it has been assumed that the supervision of food 
labeling was the exclusive prerogative of the FDA. In March 1942, how- 

88 G. R. Taylor, op. crt., p. 12. 

68 Ibid., p. 10. 

87 Consumer? Guide, March, 1941, p. 12. 
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ever, the U. S. Circuit Court of New York upheld the F.T.C. authority 
over food labels. This duplication of authority may become a source of 
considerable confusion. 

Wool Products Labeling Act 

The Federal Wool Products Labeling Act became effective in 1941. It 
requires that labels state the percentage of “wool,” “reprocessed wool” and 
“re-used wool” in products. The Act is administered by the F.T.C. 68 

The Act might well be looked upon as the initial step in giving con¬ 
sumers more information about textile products containing wool. New 
and reprocessed and re-used wools include a wide range of quality affect¬ 
ing greatly durability, heat retention, and other characteristics important 
to consumers. Information about products beyond the name of the fiber 
used is important. 

Because there are no chemical tests differentiating new and re-used wool, 
evidence of truthfulness of labeling will rest with manufacturers who 
were responsible for combining the fibers. 

Other Attempts to Secure Federal Regulation of Labeling 

Labeling requirements appeared in a few N.R.A. codes and were urged 
in the formulation of others. For example, standards worked out by the 
National Bureau of Standards were adopted for sizes to be marked on 
knitted underwear and for the amount of wool in garments. In many cases 
the requirements were based on rulings earlier evolved by the F.T.C., or 
by the National Bureau of Standards, or by trade associations working in¬ 
dependently. In most cases the requirements fell far short of what the 
consumer groups asked to have written into the code. 

The need has been expressed for the establishment and official enforce- * 
ment of safety standards of electrical equipment. There is at present no 
legislation regulating construction of equipment offered for sale. It is of 
interest that in Canada various types of equipment must meet official speci¬ 
fications. The use of unapproved equipment is illegal in all provinces 
which have adopted the Canadian electrical code. 89 Some people feel that 
there is special need for minimum safety standards for children’s 'toys. 

Information requirements are likely to be an important part of price 
control efforts during 1942 and even later years. For example the Office of 
Price Administration ordered that, effective March 2, 1942, cotton pillow- 

68 See Rules and Regulations Proposed Under the Wool Products Labeling Act of 1939, 
F.T.C. Release, March 15, 1941. 

68 “Canadian Standards Govern Sale of Electrical Equipment,” Ind. Stand., vol. VII (1936, 
Jan.), 20. 
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cases and sheets sold to retailers must bear a statement of the type or 
class of product and whether or not it is a “second.” A product is a second 
if it does not meet minimum specifications, below which it is “sub¬ 
standard.” 70 Wolcott, of the National Consumer-Retailer Council, is of 
the opinion that the “Labeling provisions of the O.P A. sheet schedule may 
serve as an incentive to the wider adoption of informative labeling for all 
types of consumer goods.” 71 

Need for informative labels on many types of commodities is receiving 
increasing attention as a means of preventing concealed price increases. The 
cost of living may rise in spite of price ceilings based on March 1942 if low- 
quality commodities are sold at high-quality prices. Information on labels 
in retail stores as well as on commodities sold by wholesalers is essential. 

Other Regulation of Quality and Information by States 

It is important to note that benefits of minimum standards, and labeling, 
and adequate enforcement, may extend beyond the boundaries of a State 
having them. This extension beyond State boundaries is most likely to 
occur with processed food or manufactured products. A firm selling in 
several States may find it easier to label all products as required by a 
particular State than to separate merchandise according to its final des¬ 
tination. 

Comprehensive data are not available summarizing all State laws bear¬ 
ing on safety standards, quality, and labeling protection. An excellent 
summary has been prepared of regulations pertaining to bedding and up¬ 
holstery: New York and Pennsylvania, for example, forbid the use of 
secondhand material, California requires that secondhand filling be steri¬ 
lized. All three States require a statement of the percentage of filling ma¬ 
terials and all three have full-time inspectors. Many other States have regu¬ 
lations and some active enforcement. A large group of States has weak 
laws and no enforcement, or no laws. 72 

Laws regulating sale of textiles have in a few cases been enacted. Wyo¬ 
ming and Nevada have truth-in-fabric laws which require the labeling 
of yarn, fabrics, or any other article containing wool. Apparently nothing 
is done to enforce these laws. In some States some textile terms have been 
defined. Such action aids somewhat in checking misrepresentation. For 
example, New York State has a law that requires that collars and cuffs 
marked “all linen,” “pure linen,” or “linen” must contain at least one ply 
or fold of linen in both its warp and filling. Some States require that cotton 

70 Consumer 'News Digest, Feb. i6, 1942. 

71 Consumer News Digest, Feb. 28, 1942. 

72 See Survey of State Laws and Judicial Decisions on Bedding and Upholstery, U. S. Dept. 
Agr., Consumers’ Counsel Series, Nov. 9, 1940. 
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duck or canvas have marked on it its true weight and description of any 
filler added since manufacture. The ruling undoubtedly was enacted at 
the request of commercial users of canvas and duck. 

In North Dakota every gasoline filling station pump shall be clearly and 
distincdy stamped, labeled, or tagged with the word “gasoline.” The stamp 
must show “that the gasoline therein contained falls within the specifica¬ 
tions for North Dakota Class One or Two.” Labels must also be put on all 
paints and varnishes sold within the State showing fully their various con¬ 
stituents. 

North Carolina also requires that gasoline be sold by grade and that the 
lowest grade of gasoline sold in the State meet a specified minimum qual¬ 
ity standard. 

Some Economic Consequences of Minimum Standards and Checking 
False Statements 73 

Consumers do not want useful quality taken off the market. If mini¬ 
mum standards go beyond the point of protecting health, they may cut 
down useful variety. For example, a board of tea experts appointed each 
year by the U. S. Secretary of Agriculture fixes minimum standards of 
quality, purity, and fitness for consumer use. Inferior teas are barred. Con¬ 
sumers of tea may prefer low quality at low price, to higher quality at 
higher price. It would be preferable if the tea experts were to set up grades 
and require that all teas entering should be described in terms of these, per¬ 
mitting all tea to enter which js wholesome. The interest of consumers 
would be better served by truth-telling than by standards which bar from 
the market usable products. The Meat Inspection Act functions in such a 
way that some wholesome lard must be sold as white grease. 

Sanitary requirements of food production may be higher than necessary 
to protect health. On this issue milk standards have already been dis¬ 
cussed. 74 So also have some restraints on interstate trade. 

Other issues arise. For example, in 1935 Colorado passed a law requir¬ 
ing that restaurant departments should be completely separated from 
stores by partitions extending from floor to ceiling. This was disguised 
as a health measure when it might more properly be looked upon as a 
measure whereby restaurant keepers were trying to reduce competition by 
eliminating food service in drug stores. The opening of many new res¬ 
taurants in Colorado thereafter was reported. 

One further point must be mentioned. Alsberg is of the opinion that 
“The protection of the public from frauds of necessity entails some dis¬ 
couragement of the introduction of new products, even though they are 

7fi See Chapter XXVI for discussion of effects of giving information. 

T * See pp. 433—4, supra. See also M. G. Reid, Food For People, Ch. 24. 
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meritorious, and also some delay in the application of science and inven¬ 
tion to industry.” 75 It seems likely that rayon products, for example, in¬ 
troduced under the guise of silk, were more rapidly popularized than 
would have been the case if the seller had had to create a demand for the 
new product under a new name. The possible slowing up of the demand 
for new products seems of little consequence in contrast with the loss to 
consumers from the misrepresentation that goes on because fraud is not 
more closely checked. 

So far we have been considering legislation administered by some spe¬ 
cial agency. Now we shall examine the protection which a consumer can 
get if he, himself, seeks protection under the law. 

The Consumer Goes to Court 

Here we want to consider what recourse consumer-buyers have when 
they unwittingly buy a harmful or inferior product. 

The buyer has some responsibility in the purchase. Through inspection 
or otherwise he must determine whether a commodity is what he wants. 
No redress likely to be obtained will compensate for inconvenience. The 
law pertaining to warranty puts a good deal of responsibility on the seller. 
A warranty may be expressed or implied. The sales law relating to war¬ 
ranty applies unless special contracts arc drawn up excluding the war¬ 
ranty provisions. 

What is an express warranty ? “Any affirmation of fact or any promise 
by the seller relating to the goods is an express warranty if the natural 
tendency of such affirmation or promise is to induce the buyer to purchase 
the goods, and if the buyer purchases the goods relying thereon. No af¬ 
firmation of the value of the goods nor any statement purporting to be a 
statement of the seller’s opinion only shall be construed as a warranty.” 76 
An express warranty may be made in advertising, including any an¬ 
nouncement of the product, or may be given orally in a sales talk. If the 
goods prove different from what they were represented to be, the buyer has 
a basis of claim against the seller. However, “trade puffing” does not con¬ 
stitute an express warranty and leeway is allowed the seller in the use of 
terms. In some cases the courts exempt dealers from responsibility for 
their statements on the grounds that consumers could not have believed 
them: 

Whereas, in the case of canned goods, it is obvious that the dealer has no 
knowledge of the quality of the goods he sells, some courts have denied re- 

T0 Op. at ., p. 49. 

76 Uniform Sales Act, Sec. 12. See, for example. Sales of Personal Property, American 
Commercial Law Series, vd. Ill (1912), 104. 
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covery to the buyer on the grounds that he could not have relied on the seller’s 
skill and judgment. 77 

An express warranty is usually grounds for suit only when it is given 
by the person from whom the goods are purchased. Thus a manufacturer 
making false statements in an advertisement or on the label of his product 
may be freed from all responsibility because of them, by the fact that his 
goods are sold by a retailer; and the retailer is judgment proof. Radin says, 
“The local dealer, therefore, is really under no temptation to he about his 
goods. The labels on them will lie for him.” 78 

Courts in some cases have, however, held manufacturers responsible for 
statements made even though goods were sold through retailers. One court 
decision states: 

Since the rule of caveat empior was first formulated, vast changes have taken 
place in the economic structures. . . . Methods of doing business have un¬ 
dergone a great transition ... It would be unjust to recognize a rule that 
would permit manufacturers of goods to create a demand for their products 
by representing that they possess qualities which they, in fact, do not possess; 
and then, because there is no privity of contract existing between the con¬ 
sumer and the manufacturer, deny that consumer the right to recover if dam¬ 
ages result from absence of those qualities when such absence is not readily 
noticeable. 70 

Sellers have a responsibility under conditions of implied warranty. If 
there is sale by sample or description, it is implied that the goods delivered 
will be as represented. If a buyer asks for a particular kind of commodity, 
and the dealer in response to this request presents certain goods for in¬ 
spection, even though he says nothing of their merit, he has implied that 
the goods are in accordance with the request of the buyer. If the buyer ex¬ 
amines the goods there is no implied warranty as regards defects which 
such examination ought to have revealed. When the consumer picks out 
the goods himself, as from the display counter in a store, there is no im¬ 
plied warranty of fitness for any particular purpose. In the sale of food, 
however, there is the implication that it will be safe to eat. Some courts 
have held that buyers can bring suit only if it can be shown that the dealer 
knew that he was selling impure food and concealed it. Moreover, if a 
housewife orders her canned meat, bread, and other foods by brand name 
of a manufacturer, the retailer, under the Uniform Sales Act, is relieved 
of an implied warranty as to the fitness of the food. 

Action of several types may be taken in case of misrepresentation which 
induces a purchase. If the purchase price has not b$en paid the buyer may 

77 A. H. Cotton, “A Note on the Civil Remedies of Injured Consumers,** Law and Con¬ 
temporary Problems , vol. I (1933, Dec.), 69-70. 

78 M. Radrn. The Lawful Pursuit of Gam , 1931, p. 56. 

79 Barter v. Ford Motor Co., 168 Wash., 1932, p. 462. See A. H. Cotton, op. cit p. 71. 
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return the goods and refuse to pay, or if payment has been made he may 
demand his money back. If the buyer has suffered damages as a result of 
the breach of warranty he may sue for these even though they are much 
in excess of the purchase price. 

The seller can also be sued on the charge of negligence in permitting or 
causing the condition which brought injury to the purchaser. Or he may 
be sued on the charge of fraud. In this case it is necessary to show that the 
seller knows of the defect. This remedy is of little value since it is ex¬ 
tremely difficult to prove the dealer’s knowledge. It is also difficult to prove 
negligence. Some suits on the base of negligence can be brought as cases 
of violation of the Federal Food, Drug, and Cosmetic Act. This in itself 
is accepted as evidence of negligence. 

The law does provide some protection for the consumer. To this extent 
caveat emptor is not a fair summary. But what redress of injury actually 
occurs? For the consumer it is indeed true that a legal remedy is a poor 
substitute for honest practices and markets where only safe goods are 
offered for sale. For the consumers, in spite of legal rights, take few cases 
to court. In case of injury they are likely to complain to sellers. The reputa¬ 
ble merchant usually makes things right, the disreputable one is seldom 
prosecuted. The possibility of a consumer-buyer’s bringing suit is very 
slight. The size of the purchase is small. As a result the economic loss, in 
any one instance, is small in contrast with the possible expense and trouble 
involved. In addition consumers are woefully ignorant of the technicalities 
of law, suspicious of its entanglements, and afraid of opening the way for 
excess charges. 

Legal protection of the consumer is still far from perfect. Many laws 
protecting buyers were formulated or developed with the commercial 
buyer in mind. He, for the most part, is just as able as the seller to protect 
his interests in a transaction. At many points the law is a relic of a mar¬ 
keting system which no longer exists. 

Kyrk considers that: 

Two changes are then necessary if in law consumer-buyers are to have neces¬ 
sary protection against misrepresentation. One is the enactment of legislation 
the substantive provisions of which make the necessary prohibitions and set 
up the necessary requirements; the other, a machinery of enforcement other 
than court action by the injured person, an enforcing body that can act upon 
its own initiative, prevent as well as punish, and then can define terms and 
set up standards that will furnish rules to go by in specific cases. 80 

Because of the natural handicap of the consumer-buyer, it is especially 
important that the market be kept free from deception. Since consumers 
will not bring offenders into court, agencies to do it for them are needed. To 

80 Economic Problems of the Family , pp. 465-66. 
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this end consumers are being benefited by an extension of the work of 
the Food and Drug Administration and the F.T.C. 81 

81 For further discussion of this topic see A. H. Cotton, “A Note on the Civil Remedies of 
Injured Consumers,** Law and Contemporary Problems, vol. I (1933, Dec.), 67-73; Hazel 
Kyrk, Economic Problems of the Family , 1933, pp. 462-66; Nathan Isaacs, “The Consumer 
at Law,** Annals, 173 (1934, May), 177-87; C, S. Wyand, Economics of Consumption , 
1937 , PP* 370-82. 



CHAPTER XXVI 

VOLUNTARY INFORMATIVE LABELING 1 

Business practices at their best do not wait upon orders from the State. 
In fact regulations in general are based upon what is accepted as desirable 
or is being practiced by a very large part of business. Beyond what is 
required by law a few leaders in every industry are constantly searching 
for better methods. 

In this chapter characteristics of good labels are to be considered, then 
attention will be given to the process of improving information on labels, 
the effects likely to follow improvement, some factors retarding improve¬ 
ment, consumers’ attitude to informative labeling, recent advances, and 
some agencies promoting better labeling. 

The Informative Label: What is it Like? 

“Less salesmanship and more buymanship” is a consumer slogan, and 
informative labels occupy a major role in this transformation. By means 
of them experts are to reveal both hidden values and defects to consumers 
who are far from expert. 

It will be helpful at the outset to point out some important characteris¬ 
tics of a satisfactory label. Some of these may at times seem incompatible 
with others, c.g., that all important facts be given and that information 
be kept simple so as not to overwhelm the consumer. In developing labels 
for many products compromises between characteristics listed will un¬ 
doubtedly be necessary. 

Characteristics of a good label include the following: 

(i) Information should be provided to assist consumers in selection 
and use and care of products- That bearing on selection should, in so far 
as possible, cover facts which cannot readily be determined in the store 
by inspection or by other simple means at the time of purchase. A con¬ 
sumer inspecting a pair of hose, for example, can readily judge sheerness 
and color, but needs to be provided with facts about elasticity, length after 

1 It is impossible here to do more than briefly discuss the main aspects of selected topics. 
For more detailed discussion see J. V. Coles, Standardisation of Consumers' Goods, 1932; 
A. L. Edwards, Product Standards and Labeling for Consumers, 1940; Temporary National 
Economic Committee, Consumer Standards , Monog. 24, 1940. 

443 



444 CONSUMERS AND THE MARKET 

washing, durability, and fastness of color. It is more important, also, to 
provide information on the vitamin C content of apples than on the ratio 
of red to green in their skins. Revision from time to time of information 
to be provided may be necessary as research reveals additional, measurable, 
characteristics of a product affecting its merits. 

(2) For products that cannot be inspected at time of purchase, such as 
canned and packaged food, the general type of product should be de¬ 
scribed and the quality level given. 

(3) All description should pertain as nearly as possible to things im¬ 
portant to consumers. They may want to know, for example, how the 
product will behave rather than about the process of its manufacture or 
its construction features. Thus consumers concerned about the use of 
wool blankets are interested in durability and heat retention rather than 
the presence of virgin or re-used wool. They want to know the durability 
of sheeting to wear, both on the bed and in laundering, rather than thread 
count and breaking strength of warp and woof. However facts about con¬ 
struction may throw light on probable performance. 

(4) Information should be simplified as much as possible. By concen¬ 
trating on the essential things which consumers want, information can 
often be simplified. One general measure of payability of canned vege¬ 
tables may for example cover such items as tenderness, color, flavor, free¬ 
dom from broken parts, and uniformity of size. A single measure should 
not, however, be used to describe such widely different things as palata- 
bility and nutritive value. Such practice is likely to confuse rather than 
help consumers. It should be possible to give a color fastness rating which 
would include acceptable fastness to sun and to washing. On the other 
hand one should not expect to get a rating that includes color fastness and 
crease resistance, unless the rating is used to indicate that each separately 
has met a specified test. 

(5) All terms must be standardized. A standard dictionary of terms is 
a first essential in a labeling program. Modification of meaning of any 
terms should be allowed only after deliberation and consent of both repre¬ 
sentative sellers and consumers. The meaning of words should be the same 
among all dealers within any one market. Only if this is done can ficti¬ 
tious differences, existing only in the mind of consumers, be eliminated. 
Furthermore, the terms used should have the same meaning from week 
to week, and year to year. Thus grade “A” tomatoes should represent the 
same quality in years when crop conditions are good as in years when they 
are poor. 

( 6 ) Non-technical rather than technical terms should be used, and in¬ 
formation about a product should be so stated that consumers can with 
ease recognize relative merits. The label of a wool blanket might describe 
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heat retention qualities as follows: ‘The heat transmission of this fabric 
has averaged .100 Cal./degree C./sec./iooo sq. cm.” The label goes on to 
add that the figures indicate a rating of “high” warmth. Without this 
additional statement the specific facts would mean nothing to most 
buyers. In time, such technical terms would acquire meaning to the typical 
consumer. 

(7) The terms used to designate the relative quality of any product 
should be self-explanatory. It would seem better to describe top grade 
butter as “A” than as “93-score.” To consumers “A, B, C” or “1, 2, 3” are 
more satisfactory grades than a series of terms such as “fancy,” “choice,” 
“standard,” or “AA, A, Ai, B.” The description of olive sizes in such 
terms as “medium,” “large,” “extra large,” “mammoth,” “giant,” “jumbo,” 
“colossal,” and “supercolossal,” adds little but bewilderment. A system of 
labeling by which third quality mirrors are graded “A” is, from the con¬ 
sumer point of view, deceptive. 

(8) Grades should reflect the ratings that consumers give the product. 
For example, the quality of a food that consumers look upon as “best” 
should be in the top grade. 

(9) Since consumers in the main are not interested in minute differences 
their need for information is usually met if each important performance 
expected of a product is identified as coming within one of three or four 
classes or grades. It is important of course that the limits of each class be 
standardized. 

(10) False information, symbols, or devices causing consumers to think 
the product is better or poorer than the facts warrant should not appear 
on labels. For example a trade mark or brand name such as “Roseleaf” 
should not be permitted on lard which is not leaf lard. Soaked peas 
should not have labels picturing fresh peas; pictures of maple sugar camps 
or maple trees are out of place on a syrup label where maple syrup is not 
the main ingredient. Conversely, substandard foods should not be required 
to bear labels causing consumers to fear using them. At one time it was 
proposed, for example, that the containers of substandard canned food be 
required to bear a “crepe label,” the object being to drive such products 
from the market. 

(11) Only facts important to consumers in evaluating goods, or in 
using or caring for them, should appear on the label. All irrelevant in¬ 
formation should be eliminated. 

(12) Major facts should be placed so as to command attention. Im¬ 
portant declarations should not be made in small type, tucked away in 
unim portant statements. A good rule to follow might well be: the’more 
important a fact is to consumers in evaluating the relative merits of goods, 
the greater should be its prominence on the label. 
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(13) The label bearing information should be firmly attached. A type 
of attachment may be desirable for labels bearing on instructions for use 
and care, different from those relating to selection. The former may be 
needed for reference at a later date. 

Before going on to consider the process of achieving good informative 
labels, it seems desirable to point out that no amount of information on 
labels can be substitute for the consumer’s careful appraisal of his own 
need and the type of product that will meet it. Furthermore, information 
on any one label is useful largely as it makes possible systematic compari¬ 
son of substitute products. Benefits come when competing products are 
described in standard terms. 


Steps in Securing Informative Labels 

The development of a satisfactory label for any product involves several 
processes, among which the following may be important: 2 

(1) Analysis of the uses to which the product is put, and the characteris¬ 
tics necessary to serve each purpose. 

(2) Selection of information concerning those important to consumers. 

(3) Selection of those characteristics which can be tested with available 
techniques or for which testing techniques can be developed. 

(4) Provision of a satisfactory system of inspection. 

(5) Decision as to standards of quality for each thing tested. 

(6) Decision as to whether the rating of each characteristic tested is to 
be stated separately on the label or whether ratings or grades are to be 
developed including two or more characteristics. A grading system based 
on two or more characteristics may require a specified minimum for each 
characteristic or a score card may be developed with weights assigned to 
each characteristic on the basis of which the product is rated, a given total 
score being required for inclusion within a grade. If the score card is used 
it is necessary to decide what characteristics are to be included and the 
weight to be assigned to each. 

(7) Selection of the form in which the information is to be given to 
consumers. 

^ (8) Getting the labels into use. 

(9) Educating consumers concerning their use. 

(10) Reviewing and modifying previous decisions in the light of more 

2 M. T. Gragg, Merchandise Testing as a Gmde to Consumer Buying, Har. Bus. Res. 
Studies, no. 22, 1939. This study presumes to inquire into the problems inherent in mer¬ 
chandise evaluation and attempts to mark off “those limits within which goods can be ap¬ 
praised for consumers to their advantage.” It emphasizes the things which cannot be done 
rather than those which can. For a critical appraisal of this study see C. H. Moffet, “Harvard 
Business School Reports on Testing as Consumer Guide,” Indust. Stand., Feb. 1939, pp. 44-46. 
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evidence or changed conditions. Obviously consumers, business groups, 
and technicians must share in the decisions to be made. 3 

In selecting starting points in a labeling program it is advisable to favor: 

(a) the less controversial issues; 

(b) information for which accepted tests are available; 

(c) information of greatest importance to consumers because inspection 
is unsatisfactory, or because total money expenditure per year is relatively 
high. 

After tests relating to characteristics important to consumers have been 
devised, 4 suitable means of imparting information to consumers have to 
be determined. Revision from time to time will probably be desirable as 
better tests are developed, and as consumer education proceeds and ac¬ 
quaintance with products and technical terms advances. In selecting in¬ 
formation to be provided and the form of its presentation, a panel of 
typical consumers should be able to contribute very valuable suggestions. 

Once the necessary standards are established, the next step is to put them 
into effect. Informative labeling may be made mandatory, or official stand¬ 
ards may be established and the sellers left free to use them or not as they 
please. Whichever method is used, provision for impartial testing or in¬ 
spection of the product is very important. Conformity to established 
standards depends on some kind of supervision and on the provision of 
penalties when misrepresentation occurs. A food-grading service has been 
developed by the U. S. Department of Agriculture. Some trade associa¬ 
tions also provide inspection and certification, usually of a minimum 
standard. Individual firms may grade their own products. Such rating 
does not facilitate comparison with competing products. 

Standards and Testing Methods 

Information concerning quality depends on the establishment of many 
kinds of standards and the measurement of the characteristics of a product. 
A standard may be thought of as an established measure, something to 
strive toward, a model for comparison, a means by which one thing may 
be compared with another; standardization is the process of establishing 
and conforming to a standard. After standards are established the stand¬ 
ardization as it relates to marketing may take one of two forms: first, 
making goods according to a standard by using standard raw materials, 

8 A. Edwards, Product Standards and Labeling for Consumers, reports that “One of the 
tendencies of producers and sellers of products is to give too much weight to appearance in 
establishing standards . . . There is evidence to show that consumer criticism aids ma¬ 
terially in bringing about an adjustment when, for example, palatability is one of the factors 
given too little attention," p. 44. 

4 H. J. Almquist, Relation of the Candling Appearance of Eggs to their Quality . Calif. 
Agr. Exp. Sta., Bui. 561, 1933. 
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standard processes and equipment; or second, grading or rating according 
to a standard, goods which are already produced. Thus standards may be 
set up and the standardization process carried on either to produce a 
commodity of a particular type, or to describe existing products. 

Performance tests are of two types: (i) those carried on in laboratories 
under higher standardized conditions which may or may not come close 
to typical conditions of use; and (2) tests in actual use. For example a 
machine has recently been developed by the National Bureau of Standards 
that tests wearing quality of shoes. There is a question of how nearly the 
test approaches conditions of actual wear. Testing in actual use is a neces¬ 
sary step in appraising the adequacy of laboratory testing 

In some cases laboratory tests simulating use do not seem feasible, and 
one or more characteristics are selected as indicators of performance. This 
has been the case with sheeting, for example, in which thread count, 
breaking strength of warp and woof, and weight of fabric have been used as 
indicators of durability. In a few cases the laboratory test is highly satis¬ 
factory and consumer cooperation in testing is not needed, e. g., in deter¬ 
mining light-hours of an electric bulb, and fastness of color to sunlight 
and to typical laundry methods. Increasing attention is being given in the 
case of textiles and equipment to tests, under typical conditions of use. 5 

On many labels the facts given throw light merely on probable per¬ 
formance. To know whether the pair of hose being inspected is made of 
silk or rayon yarn may be important because that fact indicates probable 
elasticity and effect of laundering on color and luster. When fur coats are 
described by the name of the animal whose pelts have been used, nothing 
direcdy is told as to quality; but information from other sources can be 
gleaned concerning the probable quality of various furs; and past experi¬ 
ence ’may be of value. 

Standard specifications used in appraising some products are far from 
satisfactory as a means of revealing qualities of interest to consumers. This 
is true of eggs for example. It is possible in candling eggs to identify a 
very fresh egg and a very stale egg. Experienced candlers with the best 
equipment yet available will, however, differ widely in appraising eggs of 
intermediate quality. Characteristics of an egg visible to the candler are 
associated to only a limited extent with the quality features important to 
consumers. In time better methods of testing may be devised. A good deal 
of ingenuity has been displayed. Just recently, for example, an X-ray 
machine was developed to distinguish mottle-shadowed oranges, thereby 
making it possible to sort frost-bitten from good oranges. 

5 See, for example, M. B. Hays, “What We Learn from Serviceability Studies/’ /. H. Be., 
March, 1939, pp. 170-73. At Cornell University, New Jersey College of Agriculture, and 
Rhode Island State College a cooperative research project is in progress on Performance 
During Wear of Women's and Children's Silk., Rayon, and Cotton Wearing Apparel . 
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Several criticisms of standards may occur. For example that the specifica¬ 
tions do not relate to facts important to consumers. Some standards are 
also criticized because they are not sufficiently precise. They may in some 
cases be expressed in rather vague terms as “reasonably free from defects” 
In addition some people question whether any standards are satisfactory 
if the only testing methods possible are subjective. Everyone will probably 
agree that objective tests of quality should be sought in every instance. If 
these cannot be found the use of subjective rating should not be excluded 
if the characteristic to be appraised is important to consumers. Subjective 
evaluation has for many years had an important place in mandatory 
standards pertaining to the sanitary milk code. In grading butter 45 out 
of 100 points are assigned to flavor, which is rated by tasting and smelling. 
Other characteristics taken into account in butter grading require sub¬ 
jective testing. Furthermore butter grading is mandatory in certain types 
of butter transactions. 

The test of reliability in rating a characteristic lies in consistency. Do 
all inspectors rate a given product the same way and does any one in¬ 
spector rate it the same at all times? For this to occur, where subjective 
methods are used, two conditions must be met. In the first place an agree¬ 
ment must be reached concerning the flavor or flavors, for example, which 
are to get the full score, i. e., those which are completely acceptable, and 
decisions must be reached concerning deductions to be made for each off- 
flavor which is likely to be encountered. The second condition necessary 
is the presence of inspectors with sufficient keenness of taste and smell (if 
flavor is being appraised) to identify the various flavors which are to be 
taken into account and who are thoroughly familiar with the decisions 
which have been reached concerning the rating of flavors. Experience with 
butter would indicate that both of these conditions can be achieved, even 
though they are not yet fully accomplished in the grading of some other 
foods. 


Development op Standard Food Grading 

Food grades first developed in the large central and wholesale markets. 
Mandatory grading of wheat has occurred since 1916. Since that time 
official wholesale grades for most agricultural products have come into 
use. 6 The Commodity Exchange Act of 1936 requires the use of standard' 
grades for butter in all trading in futures. Buying and selling in terms of 
official grades for the most part is done voluntarily, but is widespread in 
the large markets. 

6 See for example U. S. Dept. Labor, Consumers’ Project, Analysis of United States and 
State Standards for Fresh Fruits and Vegetables and Legal Standards for Dairy Products, 
1937- 
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In recent years more and more has been said about the desirability of 
consumers being better informed. Authority to establish standard grades 
for fruits and vegetables was given to the U. S. Department of Agriculture 
in 1931. In 1939 this work was taken over by the Agricultural Marketing 
Service. Multiple grades have been established for 43 canned and frozen 
fruits and vegetables. In addition the inspection service has been consid¬ 
erably expanded. 

In establishing official grades many people are consulted: 

Botanists, men who are familiar with the scientific side of fruits and vege¬ 
tables, are consulted first. The farmers, dealers, and canners are requested to 
express an opinion. The preferences and prejudices of consumers are taken into 
account. When the evidence is all in, the grades are in tentative form, the 
tentative grades allowing for a testing period in order that any defects brought 
to light can be corrected and the grades strengthened. At the end of the test¬ 
ing and revision period the grades are officially promulgated for permissive 
use . 7 

Any firm which wishes to do so may use these grades. An important ad¬ 
vance in the grading of canned fruits and vegetables was made in 1941 
when the Agricultural Marketing Service entered into formal arrange¬ 
ments with 17 canning plants to provide continuous inspection of their 
products, the expense of the inspection being borne by the firms. The 
foods are being labeled 

U. S. Grade A (Fancy) 

U. S. Grade B (Extra Standard or Choice) 

U. S. Grade C (Standard) 

The label also bears a shield with the statement “Packed under the con¬ 
tinuous inspection of Agricultural Marketing Service of the U. S. Dept, 
of Agriculture.” On the label consumers are notified that the grade is 
officially correct. The designation “U. S.” may be used only for food packed 
under continuous inspection. Before the end of 1941, requests for expan¬ 
sion of the service have been made by 200 additional canners, most of 
them operating on a small scale. The editor of Food Industries writes: 

Nothing which has happened in the history of the industry has been of 
more significance to the whole canning industry, and to the whole food in¬ 
dustry for that matter, than the recent development m voluntary plant in¬ 
spection and certification of U. S. Grades by A.M.S . 8 

By June, 1942 the canning firms having “continuous inspection” had 
established a U. S. Inspected Foods Educational Service with headquarters 
in New York City. 

7 Marketing Activities, vol. 3, no. 6, pp, 7-8. (Official publication of Agricultural Market¬ 
ing Administration.) 

8 May, 1941, pp. 4-5. This number contains a discussion of experience of the plants under 
continuous inspection. 



VOLUNTARY LABELING 45 * 

The move by the FDA. to bring all A.-B.-C. grade labeling o£ fruit 
and vegetables in line with official grades has already been discussed. 9 

Recently each year has also brought an expansion in the use of per¬ 
missive grades of meat, eggs, butter, poultry, and cheese, and the volume 
of these with the grade indicated has increased in retail stores. Meat is 
stamped with the U. S. grade so it will appear on all major cuts. Inspected 
eggs can be purchased in cartons bearing the certificate of quality which 
shows the U. S. grade, size of egg, and date of inspection. Butter is also 
sold with a certificate of quality. In spite of progress the great bulk of these 
foods is still not labeled with an official grade. 

Some comparisons have been made of official and private grades: 

The quality of butter offered in retail stores in New York City and Chicago 
showed that 'consumers who wish to obtain 92-score or 93-score butter will 
find it more often if they buy butter packaged with certificates of quality 
rather than if they buy on the basis of advertisements printed on the pack¬ 
age. 10 

Grade labeling of eggs and some fresh fruits and vegetables is handi¬ 
capped by methods of handling and holding. As a result the grade in the 
wholesale market, where inspection costs are least, may have litde relation 
to those in the retail store. 

Grade Labeling of Canned Fruits and Vegetables as a Guide 
to Consumers 

Standards of identity for the most part are likely to require that a state¬ 
ment concerning type of product be given on the labels of packaged foods. 
Beyond such facts consumers may be interested in other things, as ma¬ 
turity and freedom from various types of defects. The National Canners 
Association has argued that food grades are a less satisfactory means of 
informing consumers than a separate description of each important char¬ 
acteristic. When the latter is provided, it is pointed out, the consumer can 
weigh for himself the relative importance of the quality of any one of 
the characteristics. Ability to do this may be very desirable if the relative 
importance of the various characteristics varies greatly from one con¬ 
sumer to another—if uniformity of size of pea for example is very im¬ 
portant to one consumer and not to another, who perhaps rates natural 
color very high. Description of separate characteristics is also important if 
consumers vary greatly in what is poor, fair, or good quality in any one 
characteristic. The National Canners Association points to the fact that it 
is impossible for mature peas to get into the A or the B grade, even 
though some consumers rate such peas higher than the immature peas 

9 Sec above pp. 426-7. 

10 T.N.E.C., Monog. m 24 , p. 19. 



CANNED PEA LABEL RECOMMENDED BY NATIONAL 
CANNERS ASSOCIATION 






Aweet pecu 

















454 CONSUMERS AND THE MARKET 

which arc admitted to the A and B grades if they are free from certain 
defects. 

In contrast with the description of separate characteristics, grades have 
the advantage of being simpler—in using a symbol in place of three or six 
descriptive terms or phrases, that would be needed if the characteristics 
taken into account in the grading were separately described. 

The National Consumer-Retailer Council has prepared labels for many 
of the canned fruits and vegetables. 11 It recommends that the labels for 
canned fruits and vegetables include: (i) the information required by the 
FDA., (2) the grade of the food according to official standards, (3) some 
interpretation of the meaning of the grade term, (4) size and/or number 
of pieces and number of servings; (5) in the case of fruit the density of 
the syrup. 

Labels recommended by the National Canners Association and the 
National Consumer-Retailer Council are shown on pages 452-3. The two 
labels have several features in common. The main differences are that the 
label recommended by the National Consumer-Retailer Council pictures 
relative size of peas and gives the grade, which takes into account uni¬ 
formity of color, clearness of liquid, absence of defects, and maturity. Only 
the last of these is indicated on the label recommended by the National 
Canners Association. 

Food grades are only in the process of being developed. Some complaints 
against them may be due not to their inherent nature, but to the present 
stage of their development. Consumers* preferences have been systemati¬ 
cally studied to only a limited extent, and satisfactory methods for exten¬ 
sive investigation have so far not been devised. Recently the National 
Canners Association made a house-to-house survey in which many house¬ 
wives were asked to state what things were considered in deciding what 
canned peas were best. Only 18 per cent of the women replying reported 
that they would consider tenderness. 12 Yet if these same women were 
confronted with two samples of peas, differing to a considerable extent in 
degree of tenderness, a very different response would undoubtedly have 
been secured. 

More needs to be known of characteristics important to consumers, the 
relative importance of these, and what is excellent, good, and fair quality 
in each. It may be that certain characteristics now taken into account in 
some grades should be excluded and separately described. Satisfactory in¬ 
formation to consumers must however give some indication of the rela¬ 
tive merits and defects of foods. 

11 See pp. 471—2 for discussion of the National Consumer-Retailer Council. 

12 Report of the National Canners Association by Elmo Roper, A Study of Certain Attitudes 
of Women Toward Canned Fruits and Vegetables, 1941. 
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Food Industries in commenting on the recent study of the National 
Canners Association, A Study of Certain Attitudes of Women Toward 
Canned Fruits and Vegetables, states: 

In general, the report seems to make a pretty good case for descriptive labels 
versus “grade” labels. Yet it fails to distinguish between the common or 
garden variety of grades A, B, and C, and U. S. grades A, B, and C. This, 
however, is a minor comment, for neither are yet in sufficient use to be im¬ 
portant factors in consumer buying. 

The editor goes on to state: 

If anyone decides from our comments that we are actually campaigning for 
U. S. Grading or are opposed to descriptive labeling, he is mistaken. Food 
Industries believes in adequate labeling by whatever system experience proves 
best . . . We also believe that as long as the choice of the system of labeling 
is on the permissive status, rather than mandatory, the experience of the next 
ten years will automatically attract food manufacturers to the method best 
suited to the needs of the public. . . . 1S 

Other Objections to Existing Grades of Canned Fruits 
and Vegetables 

The National Canners Association has other objections to existing grade 
labeling, e. g., that objective tests are not always used. It has already been 
pointed out that this condition does not necessarily interfere with con¬ 
sistency of rating. 

Moreover it is held that the four grades (A, B, C, and substandard) 
permit so great a range within each that consumers might, for example, 
find grade B very satisfactory at one time and not at another. On the other 
hand they also express a fear that with a grading system, grade would 
always be the same, since canners would pack their products so as just to 
make a given grade and no more; for if all products scoring 80 to 90 are 
rated B, there would be a tendency for no one to plan to pack products 
scoring between 81 and 90. It is important that grade labeling in Canada 
has not resulted in packers holding quality down to the lower limit of the 
grade. Canadian canners find that if a canner aims at 80 he may find that 
his product scores 79 and thus is rated as a lower grade than he planned. 
Better control over raw material and processes may develop, enabling the 
manufacturer to get the exact quality at which he aims. 

Some Effects of Informative Labeling 

For practically all wholesale buying and selling of raw materials and farm 
produce, grades or specifications of some kind are now the rule. The use of 

18 Sept., 1941, pp. 37-38. 
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grading in these transactions is generally acknowledged to have advantages. 
When grading is done in the local market, culls not actually worth shipping 
are eliminated, and transportation costs thus reduced. The buyers and 
sellers have a common language so that transactions are quickly consum¬ 
mated and sale by description is possible. Market news service is able to 
reveal more tully the present conditions including stocks on hand. With 
graded products collateral loans are more secure and granting of credit 
facilitated. A buyer wanting a particular quality can get it, without at the 
same time taking other products which, after being sorted out, may have 
to be resold or discarded. 

But what is likely to be the effect of informative labeling of goods, in 
retail stores? On the consumer side changes may occur in (i) the quality 
of goods bought, (2) buying habits and practices. On the sellers’ side (1) 
kind and degree of competition, and (2) selling methods, practices, and 
costs may be affected. In addition there may be a change in production. 

Full effect of informative labeling will certainly not be apparent until 
long after it is started. The intelligent use of information will not auto¬ 
matically follow its appearance in labels. Grade labeling of a few canned 
foods has occurred since 1937, yet the National Canners Association in a 
recent study 14 found only 29 per cent of the consumers questioned had ever 
heard of standard labels, and only 15.5 per cent ever remembered buying 
goods so marked. 

Effect of information on labels will also depend on its value to consumers. 
In 1941 the National Retail Dry Goods Association sent out questionnaires 
to ready-to-wear merchants to discover consumers’ reaction to wool labels. 
Reports noted to date suggest that consumers give litde or no attention to 
wool labels. 15 The question arises as to whether further time is needed to 
get an appreciable effect or whether additional information coming closer 
to facts important to consumers is not needed before any effect can be 
expected. The National Consumer-Retailer Council feels that consumers 
must know more than fiber content to purchase wool products intelli¬ 
gently- 

Attempts to measure effects of informative labeling are still very limited. 
Armchair speculation is, however, useful in suggesting what might reason¬ 
ably be expected. limited data on some points are available. 

Effect on consumer behavior will depend for example on their knowledge 
of what grades relate to. Some people have the idea that “A”-grade food is 
more nutritive than "C”-grade. Education in interpretation of grades is 
dearly necessary. 

14 A Study of Certain Attitudes of Women Toward Canned Fruits and Vegetables, 1941, 
p. 10. 

10 See, for example. Consumer News Digest, July 31, 1941. 
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Informative labeling will be a very important means of supplementing 
education through other channels. Consumers’ interest in analysis of prod¬ 
ucts in relation to various uses should be greatly increased if there is a 
possibility of their being able to make intelligent market selection. 

Information which tells consumers about the various qualities considered 
important in determining the usefulness of a commodity is likely to in¬ 
crease the possibility of their getting the quality best suited to a particular 
purpose and best in view of price. If in ignorance consumers were purchas¬ 
ing a better quality than was needed or one better than was worth while in 
view of price, they will tend to shift to the poorer quality, but the reverse 
may also be true. Thus the description of refrigerators, for example, might 
shift some demand from a lower to a higher quality. During recent years 
red cedar shingles have had certificates of quality in every bundle in terms 
of a commercial standard adopted by the industry. Fairchild reports that 
as a consequence there has been a tremendous increase in the total volume 
of sales and a significant relative shift from the lower grades to No. i 
grade. He feels that consumers are more willing to pay for top grade if 
they are convinced that they are getting it. 18 Other cases are reported of 
shifts to better quality when measures of qualities were provided. 17 

Producers have at times expressed a fear that poor quality could not be sold 
if it were truthfully described. Rasmussen reports a prominent clubwoman 
as saying “A mistaken idea is that women always want the best. . . . Con¬ 
sumers want to be assured of wholesomeness and safety. The best is reserved 
for company and special occasions.” 18 

The nature of the information given may at times bring a change in 
quality of merchandise desired. It may change consumers’ scale of prefer¬ 
ences, what they consider “good,” “better,” “best.” If the information given 
says, “This is best,” and “This is second best,” consumers, in time, may be 
inclined to accept the judgment of those who set up the rating scale, even 
though at the outset their scale of preferences would have arranged the 
goods otherwise. The more grading systems conform to consumer pref¬ 
erences, the less is the grading system adopted likely to modify them. But 
quality preferences throughout the country for some things are far from 
uniform. What is looked upon as fine grade butter in one local section 
might, under a uniform grading system acceptable in major markets, be 
rated “C.” With “C”-grade on the label, even those who once thought it fine 
butter might in time also rate it third grade. Such a possibility lies behind 

X6 L J. Fairchild, **Who Will Accept Responsibility for Quality in the Future?*’, Bui. Nat't 
Retail Dry Goods Ass'n, yd. XIX (1937, Jan.), p. 46. 

17 See, for example, R. Wolcott, Informative Labeling , Publication of the Labeling Com¬ 
mittee of the National Consumer-Retailer Council, 194:, p. 8. 

18 M. P. Rasmussen, “Consumers’ Incomes and Demand for Certain Perishable Farm 
Products,” /. Farm Be., Feb., 1939. 
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much of the controversy over certain national standards to be used as a 
basis of grading. 

Consumer buying practices are likely to be affected. The more com¬ 
modities are described in standard terms, the easier it is to compare their 
relative merits. An increase in standard description might lead consumers 
to spend more time than at present in going from store to store, merely 
because such efforts would then be more worth while. On the other hand, 
a particular quality could more rapidly be discovered. Thus the shopping 
time would be reduced, returned goods would be fewer, and telephone 
buying would be possible. Selection would be simplified by the elimina¬ 
tion of variety resulting from sheer multiplicity of brands which bring no 
important variation in quality. 

To the extent that standard labeling would make consumers better 
informed, selling practices are likely to change and competition to be put 
on a different basis. Selling would be less a battle of reputation and facti¬ 
tious quality, and more a matter of important quality in terms of price. 
There would be a greater tendency than now exists for identical goods to 
sell at the same price. 19 

Borden is of the opinion that 

Not only does the opportunity to buy some merchandise on a price basis widen 
consumer choice, but it tends to check those whose competition is in non- 
price forms. 20 

To buy on a price basis, information concerning quality as well as price 
is essential. If information as to quality were given, retailers would find 
it more difficult to pretend to be cutting price, when in reality they are 
only offering a poorer quality, and conversely, a retailer stocking a bet¬ 
ter quality would not be so likely to lose patronage merely because cus¬ 
tomers want to get the most for their money. This condition may apply to 
wholesale selling as well. One Canner found, for example, that with the 
use of official grades: “Buyers haggle less on the price of foods ... so can- 
ners don’t have to lower quality to meet a price.” 21 

10 Grade labeling in Canada was investigated by the General Marketing Counselors, Inc. 
They found “choice” tomatoes in No. 214 cans sold at 7^ cents to 15 cents in chain stores 
and 8 J 4 cents to 13 14 cents in independents. “Fancy” quality was sold at the same price 
as “choice.” Their conclusion was that grading did not tend to bring price of identical prod¬ 
ucts together. Without more information about prices of various qualities within a particular 
store, and about the way data were secured, it is impossible to evaluate their findings. See 
Grade Labeltng of Little Value to Consumers (mimeo.), National Canners Association, 
No. 34126. Another study of prices of canned foods in Canada reports: “The price range 
within the grades in the Canadian market is smaller than in the United States where grade¬ 
marking is not used.” Grace L. Duggan, The Grade-Marking of Canned Foods in Canada, 
for Retail Distribution [Thesis], Univ. of Chicago, 1935, p. 90. 

20 Economic Effects of Advertising, p, 529. 

21 Food Industries , May 1941, p. 47. See also Ill. Agr. Expt. Sta., Bui. 479,1941. 
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With more information on labels, consumers would be less influenced 
by mere appeals in advertising, and advertising would tend to become 
more informative. It is of interest that store newspaper advertising in Can¬ 
ada in recent years has been carrying a statement of grade quality along 
with brand name of canned fruits and vegetables. There is, however, a 
good deal of brand advertising, and branded foods command a premium 
over the non-advertised brands of compedtors. It may be, of course, that 
this premium will decline as people become more fully acquainted with 
grades. 

With fuller information provided, certain marketing costs would tend 
to decline. In many cases a reduction in variety would occur. This change 
would bring an increase in stockturn, since with smaller variety needed 
a smaller stock can be carried in getting a given volume of sales. In a mar¬ 
ket where comparison between the quality of products cannot readily be 
made some of the variety can best be described as fictitious, in that goods 
identical in physical characteristics are looked upon by consumers as dif¬ 
ferent. Other variety may be unnecessary, because differences are truly 
unimportant when the facts are known. Sears, Roebuck, for example, re¬ 
ports: “in trying to give information copy which shows the difference be¬ 
tween 15-cent, 19-cent, and 25-cent items within a given line, it sometimes 
reveals that there is no need for all three items in the assortment. Many 
lines are being reduced in this manner, making for better merchandising 
structure, greater concentration on less number, more specification buying 
with its subsequent savings in cost . . .” 22 

On the other hand, some costs would tend to increase, namely, those of 
inspection and labeling. Cost of these vary greatly with type of mer¬ 
chandise. Grading costs of food are relatively low. Beef grading, for ex¬ 
ample, costs the packer from 2% to 3% cents for each whole carcass. The 
cost of grading eggs is approximately 0.2 cent a dozen. It is estimated that 
a complete inspection service at a cannery would add $5.00 expense to 
each 1,000 cases or 0.002083 cent per can. 23 It is conceivable that grading and 
labeling of some goods might involve relatively expensive processes, but even 
so the costs would probably be less than the blind buying of consumers and 
wasteful market practices which occur because of lack of information. 24 

Informative labeling is likely to have long-time effects. The market and 
the price of various qualities would come more nearly to reflect consumer 
preferences. In fact, consumers might then exercise more fully the directive 

22 F. C, Hecht, “How Sears, Roebuck Uses Informative Labeling,” Industrial Standard¬ 
ization, May 1941, pp. 109-114. 

28 Malcom Ross, “Salvage from N.R.A.,” /. H. Ec., vol. XXVII (1935, Sept), p. 431. 

24 It is possible of course that a system of compulsory grading might lead to wasteful 
bureaucratic control, fraud, and political graft, which might lead to greater waste than the 
present system of blind buying. 
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function which it is sometimes assumed that they now perform. There 
would be a decreased tendency for good quality to be driven off the mar¬ 
ket merely because consumers through ignorance were willing to accept 
an inferior product. Consumers are willing to pay more for high than for 
low quality. Thus if the quality of various products were known, the pro¬ 
duction of high quality would be stimulated in that it would be assured 
the premium price. 23 On the other hand, qualities serving no useful pur¬ 
pose, or having insufficient merit to warrant paying for their cost, would 
tend to disappear. It is no wonder that manufacturers of many proprietary 
medicines fought so vigorously to prevent informative labeling of their 
products. 

Informative labeling leads to product analysis as well as product descrip¬ 
tion. To achieve the latter, functions of products must be studied. In many 
cases manufacturers and others have discovered that they have only a 
very imperfect conception of the kind of goods best suited to a particular 
purpose. Refrigerators, shoes, slips, bath towels, and many other com¬ 
modities are now being analysed. Thus the basic step in the process of de¬ 
veloping standards—namely, the study of the functions—has brought bene¬ 
fits in the form of better products, even though these may not yet be ade¬ 
quately described. 

There are some who maintain that grade labeling would be an obstacle 
to progress, that it would kill all incentive to provide a product higher 
than the top grade authorized. In contrast with this is much evidence that 
informative labeling, even when a grading system is used, will lead to 
improved quality. 

Why More Informative Labels are not Provided 

There are two ways of visualizing an ideal: (i) in an absolute sense, 
and (2) in relation to what is reasonably possible at a given time. In an 
absolute sense ideal labeling for all products is a Utopian dream. At the 
same time many improvements are within reach; the failure to achieve 
them is due to the inertia, stupidity, and avarice of mankind. At this point 
we are concerned with the fact that many standard tests and terms avail¬ 
able are not being used. At the same time it is important to recognize that 
more informative labels on many commodities await more reliable testing 
and better reporting methods. 

Failure to utilize present established standards may be laid largely to 

25 For this to occur grading must be carried on in every market. In the recent controversy 
over the grading of canned fruits and vegetables some small canners became aware of the 
fact that brokers buying their run-of-the-cannery products have later graded them, and 
derived extensive profits in this way. The small canner with the good product has received 
no reward for the specially high quality of his product. The production of high quality was 
thus not promoted. 
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ignorance o£ their existence and the possible benefits which they might 
afford, to indifference, or to active opposition. Some fear that the voluntary 
use of standards will be an opening wedge for mandatory standards and 
further Government regulation. 

Time is an important factor in bringing recognition of benefits likely 
to come from additional information, reducing fear of the new, providing 
for necessary inspection, bringing about the business reorganization that 
provision and use of additional information makes necessary. The great 
shift occurring between 1929 and 1941 in the attitude of sellers toward in¬ 
formative labeling illustrates the importance of these changes. 

Opposition to informative labeling arises pardy because of fear or dis¬ 
like of change in itself. Some of it arises, however, because certain manu¬ 
facturers see a threat to the large profits now resulting from consumers’ 
ignorance of quality. Among sellers, resistance is to be expected from two 
groups: (1) those with distinctly inferior products, many of which, if facts 
were known, would not be sold, or if sold would bring only very low 
prices; (2) those with good or superior products who through advertising 
or other means have managed to establish a prestige for their products 
which nets them a price which they feel might be lowered if quality com¬ 
parisons were possible. Some business men may oppose informative label¬ 
ing because they fail to see that the new rules proposed would apply to their 
competitors as well as themselves. 

In discussing difficulties encountered in introducing informative labeling 
of sheeting, Agnew says: 

When the technical work began to assume definite form the manufacturers 
reconsidered their position. Through their trade associations they indicated an 
unwillingness to proceed either with the setting up of definite specifications 
or with making available . . . data which the consumer representatives con¬ 
sider an essential minimum . . . The manufacturers have made it clear that 
they are gready concerned in regard to the effect that the project for na¬ 
tionally recognized specifications for sheets might have on their trade brands, 
in building up of which they have spent great sums in advertising. 28 

Opposition also comes from special agencies, e. g., advertising agencies 
and various periodicals, who fear that their services will be less important 
if informative labeling is provided. These agencies are often blind to the 
service possibilities which the new conditions open up to them. 

In a few instances agreements in restraint of trade have been used in an 
effort to block the introduction of informative labeling. In 1941 Arnold 
of the Anti-trust Division of the Department of Justice reported that “six¬ 
teen big distributors of food threatened to boycott food brokers who handle 

26 “Technical Standards for Consumer Goods—a ‘five-year’ plan.” /. H. Ec., vol. XX 1 H 
<1931, Dec.), 1098. 
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canned goods packed and grade-labeled under continuous Government 
inspection.” 27 

Business is however far from being arrayed en masse against informative 
labeling. Many firms and trade associations have had an active part in pro¬ 
moting it and their number has been rapidly increasing. Indeed a vested 
interest in informative labeling appears to be established even to the extent 
of companies specializing in the preparation of labels. A booklet from one 
such company entitled Handbook of Informative Labeling omits few argu¬ 
ments in urging the profit possibilities of informative labels in general. 

Continuing and expanding interest on the part of business in informa¬ 
tive labeling depends on its effectiveness as a means of selling. Officials of 
Sears, Roebuck have on several occasions spoken highly of it. Montgomery 
Ward & Co. found that after including details as to tensile strength, thread 
count, etc., in their catalogues, customers demanded it when such items 
were omitted from the subsequent catalogues. Pacific Mills “feels that its 
venture into informative labeling has proved its worth” on several lines 
of cotton women’s wear. 28 

Consumers’ Attitude to Grade Labeling 

Ignorance and indifference on the part of consumers are held by some 
to be the major factor responsible for lack of information on labels. For 
example a study made by the National Canners Association reports that of 
the housewives interviewed, 85 per cent reported that they experienced no 
difficulty in selecting the kind and quality of canned product wanted. 29 
This same study also reported that over one half of the people interviewed 
responded favorably to the idea of grade labeling when specifically asked 
concerning it, a large part of these going so far as to say that steps should 
be taken to provide information of this type. Further questioning revealed 
however that many of those favoring information on the basis of grade 
entertained the notion that it had to do with nutrients rather than things 
considered to influence payability. 80 

Attitudes to grade labeling, like attitudes to anything else, are very 
difficult to investigate, if one really seeks to be enlightened. In place of 
asking people if they have difficulty in buying—no one likes to confess in¬ 
competence—it might be more revealing to present consumers with two 
sets of labels and ask them which they think would be the more helpful. 
In such a situation it might be necessary to explain the meaning of the 
terms used on the label, especially if they are something new to consumers. 

27 Industrial Standardization, May 1941. 

28 Advertising Age, Je. 30, 1941, p. 11. 

29 Op . at ., p. 4. 

80 Ibtd p. 11. 
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The program of the Agricultural Marketing Service of the Department 
of Agriculture to extend the use of grade labels, includes an attempt to 
learn the reaction of consumers to official grades established for canned 
fruit and vegetables. A nation-wide survey is being made; buyers are in¬ 
terviewed at point of sale. Coles reports that New York City consumers 
registered enthusiastic acceptance of canned goods bearing grade and con¬ 
tinuous inspection label of Agricultural Marketing Service. 

Consumers’ attitude to informative labeling expresses itself in other ways. 
Dameron after analysing 886 consumer group meetings of local, regional, 
and national character, concludes that there is no decline in the interest in 
informative labeling by organized consumer interest. 31 

Organized consumer groups at times request retailers to provide more 
information. In 1936 the New York City Federation of Women’s Clubs 
adopted a resolution requesting the F.T.C. to take steps to assure fair, com¬ 
petitive indentification of fibers. Retailers took cognizance of this request: 

It is said that a chain of stores dealing in high-grade women’s wear goods 
which carried the same line of dresses in its New York store and elsewhere 
included a statement about fiber content in its New York advertisements and 
not elsewhere. 82 

In Decatur, Illinois, meat markets at the request of a consumer group, be¬ 
gan to handle graded beef. 83 

Consumers’ attitudes are far from static. Continued widespread educa¬ 
tion directing attention to information that would be valuable in market 
selection is likely to continue to be important. In such a program grade 
designation is considered as only one of the types of information that 
might be of value to consumers. 

Attitude of Teachers of Marketing to Mandatory Grade Labeling 

Bader and Hotchkiss, in an investigation of the attitude of teachers of 
marketing in departments of economics and schools of business in the 
United States, secured 84 usable questionnaires. 84 Among other questions 
was the following: “What is your present attitude towards mandatory 
A-B-C grade labeling?” 

Options Number of responses 

(1) Unqualified approval 8 

(2) Qualified approval 53 

81 Committee on Consumer Relations in Advertising, Inc., Release, Jy. 2, 1941. 

82 Editorial, /. H. Ec. $ vol. XXIX (1937, Sept.), p. 466. 

88 Ill. Agr. Expt. Sta., Bui. 470, p. 374. 

84 L. Bader and G. B. Hotchkiss, “Attitudes of Teachers of Marketing toward Consumer 
Grade Labeling,” /. Marl Jan., 1942, pp. 274-80. 
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(3) Qualified disapproval 14 

(4) Unqualified disapproval 10 

The great bulk of those reporting were not prepared to take a decided 
stand either for or against mandatory labeling. It is of interest that a much 
larger number gave qualified approval than qualified disapproval. Out of 
the total of 85 responses, 61 or 72 per cent gave unqualified or qualified 
approval of mandatory A-B-C grade labeling. 


Agencies Promoting Standardization and Labeling of Non-Food 

Products 35 

The work of the F.T.C. has already been discussed. The development of 
standards and informative labels for non-food products is so diversified 
that it seems advisable to center attention on agencies and their major con¬ 
tributions. It will be impossible to describe the activities of agencies in full 
or even to follow through the agency ramifications of any one develop¬ 
ment. In this field joint effort is very important. In addition to agencies to 
be discussed many individual firms have been experimenting with label¬ 
ing. 

The extent of the standardization activity is evidenced by the fact that 
the National Bureau of Standards reports 450 national technical societies 
and trade associations which “carry on standardization and simplification 
activities in one form or another.” 86 Many universities and colleges are 
engaged in research related to standard tests and measures of various kinds. 
The great bulk of the research effort goes to industrial rather than con¬ 
sumer goods, although work with the latter is expanding. 


U. S. Bureau of Home Economics 

The U. S. Bureau of Home Economics has an important place in co¬ 
operation with other agencies in developing standards and improving la¬ 
bels. Furthermore important research has been carried on and recom¬ 
mendations made by this Bureau. 

For example the measurement of thousands of children has provided 

85 For brief reports on extent and kind of information provided see M. A. Grimes, “Report 
of the Texas Committee on the Standardization of Consumers’ Goods,” /. H. Ec., March, 
I 939 » PP* 162-64; A. L. Edwards, “Information about Merchandise Available to Customers 
in Retail Stores," /. H. Ec., Dec^ 1941. PP- 382-86. 

86 R. A. Martino, Standardization Activities of National Technical and Trade Organizations, 
Nat Bur. of Standards, Misc Pub. M169, 1941, p. 2. 
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the basis of standards for sizes of children’s garments, which it is hoped 
will reduce the frequency with which such garments are returned and 
in other ways simplify selection and reduce marketing costs. 37 

This Bureau has also developed specifications for 6 classes of blankets, 
and set up specifications for upholstery fabrics. 38 

National Bureau of Standards 39 

The principal work of the National Bureau of Standards is purchasing 
supplies for Government use. To perform this important task well- 
equipped laboratories have been established, extensive tests have been made, 
and detailed specifications set up for many products, all of which are 
bought in large quantities. Indirectly the research carried on has done 
much to reveal the need of other buyers for more information about quali¬ 
ties and to develop testing techniques. The Bureau has recently developed 
an accelerated aging test by which the probable deterioration of silk over 
a long time can be shown in a few hours or days. 

Consumer goods are receiving more attention. At the request of con¬ 
sumer groups it has undertaken work on standards and on performance 
tests designed to measure elasticity and other important qualities of silk 
hose; in the case of shoes it is testing wear of soles, flexibility, and tendency 
to keep in shape. Durability of shoe parts such as linings, heels, arch sup¬ 
ports, counters, uppers, and toe caps will be studied. Machines have been 
developed that reproduce rather well actual wear conditions. 

The Bureau has encouraged industrial groups, in cooperation with dis¬ 
tributors and consumers, to set up commercial standards including certain 
grades, and description of individual qualities, dimensions and tolerances. 40 
When a standard has been accepted by 65 per cent of the producers it is 

37 R. O’Brien and M. A. Girshick, Children’s Body Measurements for Sizing Garments 
and Patterns, U. S. Dept Agr., Misc. Pub. 365, 1939. See also Misc. Pub. j66. A similar 
study of body measurements of women has been made, and a study of shoe fitting and size 
is under way. See U. S. Dept. Agr., Misc, Pub. 469. 

38 M. B. Hays, “Suggested Consumer Specifications for Six Classes of Household Blankets,** 
Rayon Textile Monthly, vol. 20 (1939, Feb.), p. 71. 

V. B. Morison and M. B. Hays, Proposed Minimum Requirements of $ Types of Up¬ 
holstery Fabrics Based on the Analysis of 62 Materials, U. S. Dept Agr., Cir. 483, 1938. 

39 See Robert Martino, Services of the National Bureau of Standards to the Consumer, 
1937. See also National Bureau of Standards, List of Publications of Interest to Household 
Purchasers, Letter circular, LC-416, (mimeo.), 1938. 

40 The work o£ the National Bureau of Standards on commercial standardization indudes 
the simplification of commodity sizes and dimensions as carried oh by the division of sim¬ 
plified practice (see Ch. IX); the promotion of standard building and plumbing codes, zoning 
ordinances, etc., by the division of building and housing; the promulgation of nationally 
recognized specifications and the compilation of willing-to-certify manufacturers of products 
made in accordance with them by the division of specifications; and cooperation with in¬ 
dustry in establishing a basis for marketing definite grades and qualities as commercial 
standards by the division of trade standards. 
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officially called a U. S. Commercial Standard and has a number assigned 
to it. These standards are often far from ideal from the consumer point of 
view. One writer described them as follows: 

(a) They tend to represent standardization in terms of current commercial 
practice rather than in terms of consumer use-needs; (b) their nomenclature 
is frequently informative only to technical buyers and confusing to the fam¬ 
ily purchaser; (c) they have not in general been accepted in the past by ex¬ 
perts in the field of consumer standards as satisfactory substitutes for genuine 
consumer standards. While they represent an actual advance over present in¬ 
dustrial confusion and are a desirable step in the process of levelling up cur¬ 
rent industrial and commercial procedures, they should not be confused with 
standards based on consumer use-conditions and aimed primarily at helping 
the consumer to buy intelligently. 41 

These Commercial Standards are at times written into the industry codes 
formulated by the Trade Practice Conferences sponsored by the F.T.C. 
In this way some pressure may be put on the industry to adopt them. If 
products are labeled as conforming to the standard, the F.T.C. can require 
that the product conform to the standard. The National Bureau of Standards 
itself accepts no responsibility for the correctness of any standards from 
the standpoint of use, nor for inspecting products, nor policing the in¬ 
dustry. 

Among other things standards have been set up for sizes of underwear 
garments. (U.S. Commercial Standard CS33-32.) Commercial Standard 
CS 59-41 established a basis for testing and describing woven dress fabrics. 
The standard applies to many things, including color fastness, as well as, 
breaking strength, shrinkage, and resistance to yarn slippage of woven 
dress fabrics of cotton, linen, wool, silk, rayon, and other synthetic fibers 
as well as mixtures. This standard as now formulated may be a source of 
confusion for many consumers. The labels of several garments or yard 
goods may all bear the statement, “Certified for Color Fastness as meeting 
CS 59-41 tests issued by National Bureau of Standards, Washington, D.C.,” 
and yet be very different in their color fastness both to washing and sun¬ 
light. Some of the washing tests set up in the standard arc considered by 
some testing agencies to be unsatisfactory for home laundering. 

According to the standard color fastness to crocking is rated A and B, 
with A indicating a greater fastness than B. Color fastness to washing is 
rated 1, 2, or 3; and the rating of.i indicates less fastness than either a 2 
or a 3 rating. In addition the specifications set up are not sufficiently re¬ 
lated to performance in terms of functions. Some of the testing methods 
prescribed in the standard are very poorly controlled. Furthermore the 

41 Proposal to Develop Standards for Consumer Goods by Establishing a Consumer Stand - 
ar&s Board and Funds for Baste Testing, Committee on Consumer Standards, Consumers* 
Advisory Board, N.R.A., 1933. 
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standard omits any mention of many performance characteristics such as 
crease resistance and water permeability. 42 

“Staple Vitreous China Plumbing Fixtures Commercial Standard CS 
20-36” established in 1936 rules that plumbing fixtures, instead of being 
designated first quality and culls, are to be graded A and B. Any pieces 
not safe from a sanitary point of view will be considered unsalable. The 
grade must be clearly indicated. To prevent grade B from being sold as 
first quality all “cull” grade ware shall be indelibly marked by the maker 
with two parallel lines cut through the glaze into the body of the ware 
(at a designated point). These cuts shall be filled with a bright red varnish 
or enamel which is resistant to the action of hot water. 43 

Since grades are established by the industry concerned it is not strange 
that terminology at times is confusing to consumers. For example, the 
Commercial Standard CS 27-30 for mirrors, announced in 1931, listed five 
official grades: “AA, A, 1, 2, 3.” A consumer may be informed that he 
is looking at a “U. S. Commercial Standard, grade V mirror.” Unless ac¬ 
quainted with the system or thoroughly imbued with skepticism he may 
not suspect that he is looking at a third-grade mirror. This standard was 
revised in 1936. 

The National Bureau of Standards reports a great increase in the requests 
for commercial standards during the war. 

The Bureau publishes lists of manufacturers who are willing to certify 
that their products comply with U. S. Commercial Standards or that they 
meet the specifications set up for Federal purchases. 44 These lists in 1935 
covered 450 separate commodities. The certification plan is widely used 
by Federal, State, and municipal governments, by manufacturers, trade 
associations and purchasing agents for various institutions but they are 
little used by consumers, nor does the Bureau of Standards encourage such 
use. For one thing most of the products have to do with industrial rather 
than consumer goods. Among specifications certified by various manu¬ 
facturers are, however, soap of various kinds, ink, typewriter ribbons, 
sheeting, pillowcases, huck towels, plated silverware, brushes, and combs. 
Direct-from-manufacturer purchasing by consumers is not usually feasible. 
The lists give the company name and address but say nothing of brand. 
Many branded products bear the manufacturer’s name but it is not easy to 

42 For an analysis of this standard see Elsie Kachukis, An Analysis of Commercial Standard 
CS 59-41 for Testing and Reporting of Woven Textile Fabrics , Thesis, Iowa State College 
Library, 1942. 

48 For further discussion see The Commercial Standards Service and Its Value to Business, 
U. S. Bur. of Standards, 1930. 

44 It a 1 so publishes Directory of Commercial Testing and College Research Laboratories , 
Misc. Pub. 90 (1928), in which are listed independent laboratories where goods bought by 
specifications can be tested. For list of Federal specifications, see Federal Specifications , Federal 
Standatd Stock Catalogue, 1936. 
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find the products of a particular manufacturer if brand name is not known, 
and one has no assurance that products in retail stores, of a manufacturer 
on the willing-to-certify list, are necessarily conforming with the U. S. Com¬ 
mercial Standards or Federal specifications. 

To aid or reach the consumer, who does not buy on contract but over 
the counter, the National Bureau of Standards encourages manufacturers 
to state on their labels that products are equal to Federal specifications or 
to established commercial standards. Certain manufacturers of consumers 
goods have stated that they are now using, or planning to use, labels guar¬ 
anteeing that the goods comply with Federal specifications, e. g., brooms, 
ink, library paste, linoleum, lumber, paint, paper, soap, textiles, wall board. 
By this means consumers are given some assurance that the product is 
not decidedly inferior in quality. But Federal specifications are set up with 
particular uses in mind. At times consumers’ needs may be sufficiently dif¬ 
ferent to render the Federal specifications quite unsuitable. After all there 
is no such thing as one best standard unless use is identical; moreover, 
what is best depends upon the price to be paid. Appel, Chief of the Tex¬ 
tile Division of the U. S. Bureau of Standards, referring to Federal speci¬ 
fications stresses this point: 

It should be emphasized that these are specifications for materials to meet 
very definite requirements of the Government. They are not designed for gen¬ 
eral use, though organizations that have similar needs frequendy do use them. 

I mention this because a good many people . . . think that the Federal specifi¬ 
cations are for the best material, or for material that it is compulsory for 
people to buy, or something of that sort. 45 

Standards Section of the Consumers Division in War Program 

The development of standards and better labels is one of the objectives 
of the Consumer Division of the Federal agencies set up as part of the 
war program. A Standards Section has been set up and a Standards Ad¬ 
visory panel appointed. The latter consists of “Representatives of com¬ 
mercial and private-standards-formulating, standards-promulgating, and 
standards-using companies and agencies whose work covers consumer 
goods in general.” 46 

In addition there have been set up “technical committees within the 
Government to consult on technical problems in connection with standards. 
These committees are set up along commodity lines, with members drawn 
from such agencies as the National Bureau of Standards, the Agricultural 
Marketing Service, the Food and Drug Administration, and the Bureau 
of Home Economics.” 47 

45 “Problems of Textile Specifications,” Amer. Dyestuff Report, No. 20 (1931, Dec. 7), 788. 
44 Indust . Stand., Sept, 1941, p. 254. 

47 Ibid. 
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The war has very greatly increased interest in simplification and a 
summary of Simplified Practical Recommendations in 1941 included 127 
items, most of these being, however, producer goods. 


American Standards Association 

The American Standards Association is an important medium for se¬ 
curing national standards. It concentrates effort on evolving and getting 
standards accepted, but does not initiate projects or make tests. Its func¬ 
tion is to serve “as a clearing house through which industrial, technical, 
and governmental groups develop and coordinate their standardization 
programs in the interests of economy. . . .” 48 

A.SA. standards are at times incorporated in industry codes and may 
be the basis of F.T.C. regulation. The shrinkage standards already dis¬ 
cussed 49 were evolved by the A.SA., 50 although never accepted as an 
“American” standard. Requests for establishing standards must come from 
some recognized association. In 1935 the A.SA. had fifty-one member 
bodies interested in the establishment of standards for a wide variety of 
products. A standard is developed by the conference method. When ap¬ 
proved by 90 per cent of the members of the association it becomes known 
as an “American Standard.” If accepted by 75 per cent it is a “Tentative 
American Standard.” The use of these standards is purely voluntary. Some 
standards are merely minimums, presumably to keep off the market in¬ 
ferior products; others establish grades or ratings for specified character¬ 
istics of commodities. 

If standards for some product, for instance, electric refrigerators, were 
to be considered, at the initial conference where manufacturers, consum¬ 
ers, home economists, refrigerating engineers and others would be repre¬ 
sented, a preliminary statement of consumer needs would be presented 
and the problems involved in developing satisfactory standards considered. 
Investigation would then proceed along both these lines. Finally, tentative 
standards would be developed and submitted to the entire membership. 
When a standard is adopted, description based on its specifications has an 
exact meaning. 

Consumer goods constitute only a small part of the total program. Until 
recently ice refrigerators, sheets, and blankets were the three most im¬ 
portant items. Interest in such goods is, however, increasing. In 1935 a 
Committee on Ultimate Consumer Goods was appointed. On this com¬ 
mittee are representatives from many organizations including the Ameri- 

48 American Standards Yearbooks 1938. 

40 See p. 466, supra. 

8(> G. R. White, “New Shrinkage Rules for Woven Cotton Goods,** /. H. Ec Nov., 1938, 
pp. 636-38. 
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can Home Economics Association, the League of Women Voters, the 
American Association of University Women, the General Federation of 
Women’s Clubs, the National Association of Purchasing Agents, four 
Government bureaus, the five associations of distributors, and the U. S. 
Co-operative League. 

In 1941 requests were received by the ASA. to start “work at once on 
emergency standards for electric household refrigerators, electric flat-irons, 
domestic washing machines, and definitions for textiles. The purpose of 
the standards will be to assure the public of the serviceability of the equip¬ 
ment and materials covered in the face of shrinking supplies of raw ma¬ 
terials, and also to cut down all unnecessary variety in sizes and styles in 
order to conserve production facilities. 61 

American Standards Testing Materials Association 

This organization, which has membership in the American Standards 
Association, is devoted to the promotion of knowledge of materials of 
engineering, their methods of tests, and preparation of standard specifica¬ 
tions for them. It too has paid little attention to consumer goods. However, 
in 1936 there was appointed a Household and Garment Fabrics section 
(A-6) of the General Textile Committee (D-13). The purpose of this sec¬ 
tion is to consider materials that enter into the construction of ultimate 
consumer goods with several purposes in mind: (a) to develop a system 
of nomenclature, (b) to study grading in the field of textiles, towels, sheet- 
ing, (c) to develop commercial standards, investigating first those stand¬ 
ards developed by the National Bureau of Standards. 

This committee in 1938 published a tentative standard for “bleached 
wide cotton sheeting” A.S.T.M. designation D SO 3—38T, and for “single- 
ply bleached cotton broadcloth,” D SO 4—38T, and “terry (turkish) towel¬ 
ing,” D SO 5—38T. The sheetings in D SO 3—38T are graded A, B, C. 52 

Consumer Testing Agencies 

Consumers’ Union and Consumers’ Research both test many consumer 
goods. In doing this they may use tests developed by another agency or 
testing methods devised by them may be used. No report is available to 
indicate the scope of their contribution, but it has probably been important 
since they have been leaders in testing consumer goods. 

Trade Associations 

Some trade associations both set up standards and rate products, as 

61 Indust. Stand., Sept., 1941, p. 247. 

52 See M. B. Hays “Consumer Specifications for Textiles,” /. H. Ec„ Sept., 1939, pp. 444-46. 
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e. g., the American Gas Association that passes on the safety of some gas 
appliances and grants a seal of approval to those meeting minimum speci¬ 
fications. In 1939 this association voluntarily placed the work of its approval 
requirement committee under the auspices of the A.S.A. The National 
Board of Fire Underwriters does much the same thing for electrical equip¬ 
ment as the American Gas Association does for gas equipment. 58 One sur¬ 
vey reports 50 per cent of the electric irons carrying the Underwriters’ 
Laboratory Label. 54 

The National Association of Bedding and Upholstery Law Enforcement 
Officials was organized largely for the purpose of promoting truthful label¬ 
ing of the contents of mattresses, pillows, comforters, and discouraging 
misrepresentation. 

The National Retail Dry Goods Association has an official bureau for 
testing fabrics. Ratings are not put on the labels, although a manual for 
sales clerks gives sample ratings of specified fabrics on color fastness, 
shrinkage, tensile strength, fraying, and seaming tests. These sample tests 
appear to be used to impress the clerk and provide her with sales talk 
rather than to give information about the goods being sold. To some 
extent, inferior quality may thus be kept off the market, even though con¬ 
sumers are given no means of knowing, for example, which fabrics would 
slip least at the seams. 

Many fabrics, like “No Mend Hosiery,” bear labels stating: “Tested and 
Approved by Better Fabrics Testing Bureau for Highest Quality.” Once 
again consumers have information which probably indicates that gross de¬ 
fects are probably eliminated, but fabrics varying gready in quality and price 
may receive exacdy the same approval. 

Many trade associations have an important role in formulating U. S. 
Commercial standards. 

National Consumer-Retailer Council 

The National Consumer-Retailer Council includes members of the 
American Association of University Women, American Home Economics 
Association, National Retail Dry Goods Association, American Retail Fed¬ 
eration, National Association of Food Chains, National Shoe Retailers’ 
Association, National Better Business Bureau, Inc. A major objective of 
this council, formed in 1937, has been to promote informative labeling. Its 
recent publication, Informative Labeling, 1941, bears evidence of progress 

88 See list of Inspected Household Electrical Appliances , Underwriters Laboratories, Na¬ 
tional Board o£ Fire Underwriters, Chicago, List H3A, 736 (1936), p. 103. The “Laundry- 
Tested and Approved Plan 1 ' of the Am. Inst, of Laundering calls for the testing of materials 
for amount of sizing, thread count, shrinkage, and tensile strength. Approval seals are given. 

84 T.N.E.C., Monog. 24, 1941, p, 322. 
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toward its goal and contains many valuable suggestions for manufacturers, 
retailers, and consumers. 

Among other things it made a survey to determine what information 
should be contained on the merchandise labels of 12 commodities. 55 

Following the passage of the Wool Products Labeling Act the Council 
has urged that in addition to meeting legal requirements “information re¬ 
garding such factors as warmth, durability, shrinkage, weight, degree of 
color permanence, and instructions as to care,” also be given. 05 

In order to promote the use of good labeling the Council passes on label 
and approves those meeting certain requirements. By the end of 1941, 250 
labels in the food and textile field had been approved and bore the N.C.R.C. 
legend. 57 


What Should Be Done 

If everything accomplished by way of developing standards were listed, 
including the cases where only a small proportion of the product is in¬ 
formatively labeled, a very imposing list would result. It should bring some 
encouragement regarding future possibilities. But a glance at the great 
bulk of merchandise inadequately described checks any tendency toward 
self-satisfaction or a feeling that the task is almost completed. Develop¬ 
ment can continue to progress, as at present, with various organizations giv¬ 
ing attention “on the side” to consumer standards and informative label¬ 
ing. More systematic attention seems to be needed. 

From several quarters suggestions have come for a Federal consumer 
agency. Such an agency might initiate proceedings for the development 
of definitions, and standard tests and specifications for grades. It might 
make recommendations concerning mandatory or legal standards, con¬ 
duct research, and publish information of value to consumers. 

The Boren bill of 1939 proposed that performance standards of consumer 
groups be established through the National Bureau of Standards and that 
where “it appears desirable in the interest of the consumer to establish more 
than one grade . . - such grades shall be designated grade A, grade B, 
and so forth; grade A representing always the grade of higher quality.” 58 

The American Home Economics Association did not however support 
this bill: 

We see standard setting as a two-part job: (1) the work done in the labora¬ 
tory and (2) that done at the conference table. We oppose placing major re- 

85 See S. P. Kaidanovsky and G. W. Hcrvcy, A Study of Informative Labeling , U. S. 
Department of Agriculture, A.AA., Division of Consumers’ Counsel, Cons. Standards Project 
and WJP.A., (mimeo.) 1939. 

56 R. Wolcott, ‘Informative Labeling of Wool Products,” /. H. Ec., April, 1941, pp. 241-42. 

87 Consumer News Digest, Nov. 15, 1941. 

88 76 Congress, 1st Session H.R. 6652. 
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sponsibility and final authority in this matter of consumer standards with 
any Government agency such as the Department of Commerce, set up to ad¬ 
vance the interest of “income-getting” as opposed to “income-use.” We there¬ 
fore recommend a consumer standards board or a general consumer com¬ 
mittee made up of representatives from the Government agencies working in 
the consumer field (especially Agriculture, Commerce, Labor, Treasury, Fed¬ 
eral Trade Commission, Tariff Commission) and at least three members rep¬ 
resenting consumer organizations, qualified by education and experience to 
represent consumer interests. The principal functions of this board would be: 
(i) to select classes of consumer commodities for which standards should be 
established; (2) to appoint commodity subcommittees (one for each product) 
representing producers, distributors, and consumers whose recognized tech¬ 
nical knowledge would enable them to report on the scope of the standards 
and direct the development of the standards; (3) to recommend a minimum 
number of product characteristics which should be considered in determining 
the standards; (4) to assign the work of investigation, testing, and research 
to the appropriate agency or agencies; (5) to review the standards proposed 
by such agencies and formulate or reformulate them in a final statement and 
to recommend their promulgation. 09 - 

Bringing established standards into use is far from easy. Mandatory 
grading or informative labeling for most products is a long way off. Edu¬ 
cation of consumers has far to go before all important information is in¬ 
sistently demanded. The development of permissive standards to which 
official recognition is given is probably the first important step. The analysis 
of functions, that is, consumer preferences and the relation of the product 
to these, may lead to improvement in the goods. Permissive standards are 
helpful in consumer education. Retailers and other sellers interested in 
providing information have a basis on which to act, and official standards 
are available for checking misrepresentation and fraud. 

59 /. H. Ec., March, 1940, pp. 171-72. 



CHAPTER XXVII 

RECOGNITION OF QUANTITY 

Five changes are needed to help consumers to recognize quantity: (i) Set 
further standards of measurement and require that terms shall always be 
used as defined. (2) Require a statement ot quantity to be made, and made 
in terms readily understood, e. g., that ounces rather than grams be used 
in describing weight of food. (3) Require that products shall be made in 
sizes or put in containers of sufficient difference in size that misunder¬ 
standing concerning identity of size is avoided. (4) Require that packaged 
products whose quantity is customarily measured by weight or volume be 
packed in quantities that facilitate price comparison in terms of standard 
measure. And (5) require that certain products be sold by volume, weight, 
or linear measure rather than by count. 

Official Measurement Standards and Inspection 

Many official standards of measurement have been established including 
the ounce, pound, gram, ton, yard, meter, gallon, bushel. Despite the fact 
that Article I, Section 8, of the Constitution of the United States provides 
“that Congress shall have power to coin money, regulate the value thereof 
and fix the standard of weights and measures,” both the setting of standards 
and the inspection are carried on by the States. The National Bureau of 
Standards in an advisory capacity promotes uniform standards. 

In appraising the present situation a recent report states: 

“Some States have excellent laws while some have no general legislation; some 
have excellent enf01 cement while others have none; some provide fairly ade¬ 
quate funds for enforcement personnel and activities; others provide no funds 
at all. According to the judgment of one weights and measures official, only 
12 States have effective weights and measures laws and enforcement; 12 other 
States have about 50 per cent of what they should have; another 12 have 
only a fraction of what is needed; while the remaining 12 have practically 
nothing. Where there is no enforcement activity, it is estimated that approxi¬ 
mately half of the weighing devices fail to meet reasonable standard require¬ 
ments; as a result the buying public is losing money through short-weights and 
short-measures or the merchants are losing money by over-weights and over- 
measures.” 1 

L Check. your Wetghts and Measures, Consumer Division, National Detense Advisory Com¬ 
mission, (mimeo.), 1941, p. 4. 
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New York City has been especially active in inspection of weights and 
measures. In addition to testing the accuracy of these, sales are inspected: 

A force of inspectors is assigned to regular purchasing projects. Sample pur¬ 
chases are made in stores about which customers have complained or m 
which for other reasons the supervising officer thinks tests should be made. 
Records are kept, on the basis of which the proprietor may be warned or ar¬ 
rested and prosecuted in court. It has been found that heavy jail sentences 
have much more effect than the fines previously imposed. 2 

Inspections through buying are needed since, even when scales are ac¬ 
curate, there are many ways of giving short weight: e.g., weighing paper 
with meat, placing shot inside a chicken before weighing, weighing a hand 
or a thumb with the product. 

In some cities special provision is made for checking short weight of coal. 
Officers are appointed to check scales and weighing of anyone suspected 
of, or reported, selling coal short weight. Or the law may require that all 
coal or coke be weighed by a licensed weighmaster, and each lot accom¬ 
panied by a signed weigh ticket which must be delivered to the purchaser. 

In some cases ice must be weighed at the time of delivery. A customer 
then is not charged the ioo-pound rate on a piece of ice that had become 
much less than 100 pounds long before it reached the ice box. 

There seems little doubt that deception in weights and measures results 
in serious loss to consumers: 

On the basis of estimates made by weights and measures officials it is not un¬ 
likely that the typical American family of four loses as much as $45 per 
year as a result of short-weighing and short-measuring practices. For the 
30 million families in the nation, this would amount to $1,350,000,000 an¬ 
nually. . . . amounting to an unnecessary levy of 85 cents a week on every 
American family. 8 

A survey of practices among the States indicates that inspectors found short 
weights or short measures in 20 per cent of their investigations. Similar short¬ 
ages were found by city inspectors in 17 per cent of their investigations, and 
in 14 per cent by county inspectors. State inspectors found 15 per cent of coal 
deliveries short in weight, 7 per cent of the bread offered for sale, and 5 per 
cent of the pre-packaged merchandise. 4 

In 1936 ... in New York City over 100 retailers were found selling six-ounce 
packages of bacon as half-pound packages and four years later 850 out of 
1,026 bags of flour checked were found to be short-weight from %-ounce to 
20 ounces. 5 

Some estimates have been made of the cost of good inspection, and the 
county of Los Angeles provides an estimate on savings effected by its in¬ 
spection system. 

2 Ibid., p. 5. 

* 7 bid., p. 1. 

* Ibid. 

* Ibid., p. 6 . 
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Operating under a model statute with funds equivalent to at least 6 cents 
per capita, a weights and measures office could and should perform an effective 
job of protecting consumers and honest merchants from all types of deceptive 
market practices. 6 

“The last annual report for Los Angeles County reveals a total operating ex¬ 
pense of $85,394.04. This is the equivalent to a per capita cost of slightly over 
3 cents. On the other hand the report indicates that the activities of the weights 
and measures bureau saved consumers in one year $750,000 on bread, $250,000 
on butter, $130,000 on berries and $90,000 on milk. A return of 1-% million 
dollars on $85,000 investment represents good finance and good government. 
The report emphasizes, however, that a per capita expenditure of about 6 
cents would be necessary to do a complete job, whereas the average per capita 
expenditures for States is 24 cents and by cities 4.6 cents.” 7 

Quantity Stated on the Label 

Since 1906 the label of every food package has had to state the net weight 
or measure of the contents. Where drained rather than net weight is the 
fact of greater importance, the net weight figure may be deceptive. The 
Federal Food, Drug, and Cosmetic Act of 1938 requires that each label 
on packaged food, drugs, and cosmetics bear an accurate statement of the 
quantity of contents in terms of weight, measure, or numerical count. Net 
weight is at times given voluntarily for some other products, e. g., soap 
flakes. Since knowledge of quantity is an important fact, it would seem that 
all consumers would want such information before buying. Many rely on 
appearance of packages as a means of judging weight. 

“The model State Law on Weights and Measures” prepared by the 
National Bureau of Standards proposes: 

It shall be unlawful to keep for the purpose of sale, offer, or expose for 
sale, or sell, any commodity in package form unless the net quantity of the 
contents be plainly and conspicuously marked in the outside of the pack¬ 
age. . . . 8 


Using Standard Measures Rather Than Count 

Consumers have long been advised that a loaf is a very unstandardized 
unit, that considerable economy would result and much deception be 
checked if they compared loaves by weight. The Consumers 1 Guide re¬ 
ports: 

By fermenting the dough excessively, a baker can make a large loaf which 
weighs several ounces less than a smaller, less aerated one. The difference of 2 
or 3 ounces in a loaf of bread may seem like a trivial concern, but the house¬ 
wife who purchases daily two 14-ounce loaves, instead of pound loaves selling 

6 Ibid., p. 7, 

7 Ibid., p. 8. 

8 U. S. Dept of Com., Nat Bur. of Standards, Letter circular 620 f Dec. 13, 1940, p. 8. 
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at the same price, will have cheated herself by the end of the year of ap¬ 
proximately 91 pounds of bread.® 

Some States merely require that bread be labeled as to weight- In other 
cases only loaves of specified weights can be sold. The New York State law, 
for example, requires that 

Bread shall not be sold otherwise than by weight, and shall be sold only in 
units of one pound, one and one-half pounds, or multiples of one pound. The 
weights shall mean net weights not more than 12 hours after baking. 10 

Important exceptions to this requirement are made. The regulation does 
not apply to stale bread, sold as such, or rolls and fancy breads. Nor does 
it apply to loaves “bearing in plain and conspicuous position” a plain state¬ 
ment of the net weight. The Model State Law already referred to pro¬ 
poses that “The standard loaf of bread shall weigh one pound . . Varia¬ 
tions in size to be allowed include, or 1%, or multiples of one pound. 
Stale bread is not included in the ruling but must be sold by weight. 11 This 
proposed law would also require all small fruits not sold in standard con¬ 
tainers to be sold by weight. 

For some foods sale by weight rather than count is increasing. During 
the past three decades bananas to an increasing extent have been sold by 
weight rather than count. In a few cases oranges are sold by weight. 

Because of the large amount of air incorporated into ice cream pro¬ 
posals have been made that it be sold by half-pound, one pound, and two- 
pound measures. New York has eliminated some deception in the sale of 
ice cream by specifying a minimum weight per gallon of ice cream. 

Attempts have occasionally been made to determine how consumers 
would react to a change in the unit of sale, e. g., from dozen to pounds. 
Liston, for example, when interviewing 120 household buyers in Vermont 
asked: “Do you think there should be a law requiring eggs to be sold by 
weight per dozen?” One half of the household buyers thought that such a 
procedure would be a convenience and a protection to consumers, one- 
fourth did not approve, and one-fifth were non-committal. Liston goes 
on to point out that “this does not mean that half these women felt that 
size was unimportant; on the contrary, most of them said that they pre¬ 
ferred to buy eggs that were sorted as to size and priced accordingly.” 12 

Regulation of Shape and Fill of Container 

The Federal Food, Drug, and Cosmetic Act of 1938 requires that con¬ 
tainers shall not be "so made, formed, or filled as to be misleading.” 

9 April 5, 1937, P* *3- 

10 Agriculture and Market Law, 1936, Supplement to Bui. 298, p. 4. 

11 Ibid., p. 9. 

12 Vt Agr. Exp. Sta,, Bui. 41$ t p. 17. 
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Furthermore canned fruits and vegetables that are slack filled must bear 
a substandard label. 

Consumers ' Guide , May 1940, reports the following changes having been 
made: 

(1) False bottoms in candy boxes and cheese packages, deeply indented 
powder boxes, and thick glass and elongated necks on bottles are no longer 
allowed. 

(2) The same quantity of product is being sold in a much smaller pack¬ 
age: e.g. _____ 

Quantity of Products Cubic Inches of Package 

Before After 


2 oz. Nutmeg 

11 

9-3 

14 oz. Coffee 

78 

63-5 

1% oz. Grated cheese 

13-9 

10.6 

1 % oz. Tooth paste 

I 3-5 

— 

2 oz. Tooth Paste 

— 

5 -a 

% oz. Deodorant 

9 

— 

% oz. Deodorant 

— 

3-9 


There is still a question as to how far the FJDA. will go in eliminating 
the multiplicity of sizes that involve an element of deception. Action already 
taken shouia keep somewhat in check the use of talented designers search¬ 
ing for ways of inducing consumers to overrate quantity contained in 
packages. 


Simplification of Containers 

Standardized weights and measures have been among the first market 
rules to be established. Only if quantity is known and expressed uni¬ 
formly among sellers can prices be compared. For many products sale by 
pound or other standard measure has steadily been replaced by sale by 
package; and a multiplicity of sizes exists involving minute differences, one 
effect of which is to lessen price comparison. 

For some products the use of standard measures has been retained even 
though they are packaged by the processor or the manufacturer. Con¬ 
sumers do not have to calculate the price per pound of a package of butter 
weighing 13% ounces. Most States and municipalities require that standard 
milk bottles be used. At the present time however, with the introduction of 
fiber containers for milk, odd-sized containers are making their appear¬ 
ance here. They are made to look like a pint or a quart but actually hold less. 

Some types of containers have been standardized. By the Small Con- 
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tainers Act of 1916 the U. S. Department of Agriculture reduced the num¬ 
ber of sizes of grape baskets 93 per cent, and the sizes of till and berry boxes 
by over 80 per cent. This reduced greatly the misrepresentation of quan¬ 
tity in the sale of fresh fruits and vegetables. Today, for products moving 
in interstate commerce, there is a clear differentiation between basket sizes 
so no consumer is likely to mistake one size, of basket for one next in 
size. Under the U. S. Standards Container Act of 1928, 9 standard sizes 
have been established for hampers, round-stave baskets, and straight-side 
baskets, and 6 standard sizes for splint or market baskets. Prior to the act, 
consumers had been deceived by various tricks: slightly undersized con¬ 
tainers, false bottoms, hollow sizes, slack fills, and odd shapes. The regula¬ 
tion affects only interstate commerce. Many States have no law fixing the 
sizes of barrel, basket or other containers. 

Other types of containers, for most types of packaged food and many 
other packaged products, are gready in need of being simplified. The size 
of container for canned fruits and vegetables have to date been most dis¬ 
cussed. 

One consumer testifying at the hearing of the Temporary National 
Economic Committee brought with her 18 cans and 3 botdes of tomato 
juice all purchased at one store. There were 11 different brands and 17 
different sizes which sold at 15 different prices per pound. The price of 
these per pound, in most instances, was not easy to determine. What for 
example is the difference in price per pound of tomato juice in 10% ounce 
cans priced at 2 for 19 cents and in 12% ounce cans priced at 3 for 32 cents ? 
Sizes varied as litde as one-sixteenth of an inch, and net weight by as litde 
as half an ounce. 18 

The element of deception in minute differences in size has long been 
recognized and acknowledged by business. What has been done? Back in 
1923 the National Canners Association indicated an “intention to simplify.” 
Seven years later in 1930 a simplification plan was presented proposing that 
variety of cans for fruits and vegetables be reduced from over 200 to 27. 
Not until 1934 was a formal recommendation made. Intention to simplify 
appeared however to be relegated to the distant future: 

In 1937 one big [can] manufacturer released a price list for his line of goods 
which listed 258 different sizes for sale, primarily to canners of fruits and 
vegetables. Frequendy the difference between sizes was as litde as 1-, 2-, or 3- 
sixteenths of an inch in height. ... A difference of 4-sixteenth inch in diame¬ 
ter and 3-sixteenth inch in height—measures so slight that the average person 
cannot detect them at the distance of the grocer's shelf—can mean 18%% 
more or less food . . 

18 Consumerf Guide, Aug., 1939, p. 6. 

14 Consumers* Unton Reports, Feb., 1940, p. 30. 
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In 1940 Simplified Practice Recommendation R155-40 15 recommended 
that sizes of cans be reduced to 41. According to this tomato juice would 
be put in containers of 11 different sizes. This permits 4 cans with con¬ 
tents between 21 and 27 cubic inches. 

Voluntary action has lagged behind recommendations. Furthermore, the 
likelihood of conformity seems remote. In addition the recommendations, 
although having some merit especially in cost reduction, have failed to con¬ 
centrate on changes that would minimize deception of consumers. 

What kind of simplification will do this? All-over simplification of sizes 
of cans does not seem to be of greatest importance. Consumers would benefit 
most by each product being put up in containers that are %, % or multi¬ 
ples of a standard measure of weight (pound) or volume (quart). If this 
is done the differences between each container used for any one product 
would be sufficiently great that there would be no likelihood of sizes be¬ 
ing confused. This policy would necessitate having cans of different dimen¬ 
sions for the various products, since their volume per pound is different; 
but it would permit consumers, after simple calculations, to make price 
comparison. This latter is highly important if consumers are to buy wisely; 
if competition is to function so that rewards go to the honest, efficient 
seller; and if valuable talent is not to be diverted to deception. Again and 
again this latter fact needs to be emphasized. 

The Committee on Standardization of Packaged Goods of the National 
Conference on Weights and Measures m 1931 concluded: 

(1) There is absolute necessity for the standardization of the quantities 
of all commodities now sold in packages or containers, whether of food or 
otherwise. 

(2) Present practice leads to fraud, deception, and unfair competition. 

(3) Due to the interstate nature of this problem it must be remedied by 
Federal law. 

(4) Simplified practice is a voluntary activity; there is no means of en¬ 
forcing it and it is only effective to the extent that it is accepted voluntarily 
by a sufficiently large number of those affected. 

(5) The Somers bill (introduced in 1939) should be amended to provide 
for standardization by liquid measure for commodities sold by liquid 
measure, all containers of the same quantity to be of identical dimensions . 

(6) For commodities in metal containers included in the Somers bill, 
which are sold in terms of weight, the base dimensions of the container 
should be standardized leaving the height to be regulated for each com¬ 
modity, these commodities to be put up in standardized quantities of 
avoirdupois weight. 16 

15 National Bur. of Standards, Cans for Fruits and Vegetables, 1941. 

16 U S. Dept, of Commerce, Nat. Bur. Standards, Mtsc. Pub . Mi 6s » 1940, p. 84. 
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A step in this direction was taken in 1939 by New York State where it 
was ruled that “ices, sherbets, and other frozen desserts, sold in quantities 
of a half-pint or over, must henceforth be packed in containers of ‘multiples 
of the half-pint only.’ ” 11 

In the meantime the war has brought a shortage of tin. Orders have been 
issued limiting the packing of most vegetables to No. 2,2% and 10 cans. 

Quantity Simplification of Other Commodities 

Minute differences in size of certain textile materials also result in de¬ 
ception. In a study of bath towels made a few years ago by the Division 
of Simplified Practice, 96 different sizes were found on the market. Again 
the range in size bears no relation to need. In cooperation with the Division, 
a committee representing the manufacturers agreed to reduce the number 
to 6. The proposed standard was supposed to have become effective in 1931. 

Consumer Agenda on Checking Misrepresentation of Quantity 

The first need is for uniform weights and measures along the lines of 
the model law recommended by the National Bureau of Standards. 18 

No law enforces itself. Provision must be made for a competent staff and 
adequate appropriations so that a check is made of the accuracy of weights 
and measures, as well as of sales practices and weights of prepackaged 
products that involve their use. 

An attempt should be made to secure a Federal law requiring simplifica¬ 
tion of containers in sizes that facilitate comparison. Corresponding laws 
in State laws are needed. 

Voluntary agreements within industries and informative labeling should 
be promoted as a means of checking scrimping on size. Simplification of 
sizes here is also important. 

Individual consumers should be encouraged to check their own buying 
practices to see that accurate measure is given and that all cases of short 
measure are reported to their weights and measures bureau. 

Consumers should encourage by requests in retail stores the use of stand¬ 
ard measures rather than count in the purchase of bread, vegetables, and 
other products. 

17 Consumers 1 Guide , Oct x, 1939. 

16 See Letter Circular LC - 620 . 



Part VIII Price-Setting and Control 


CHAPTER XXVIII 
RETAIL PRICE-SETTING 
Competition Among Retailers 

Most retailers look upon their selling as highly competitive and it un¬ 
doubtedly is in some communities and for some commodities. Competition, 
however, takes many forms. A retailer may be able to avoid matching the 
prices of a competing retailer by making consumers think his products arc 
of better quality or by providing services such as credit, delivery, con¬ 
venience of location, attractive store furnishings, well-dressed clerks, swank 
delivery wagons. Many efforts are made to reduce competition. Local 
agreements concerning free delivery, free remodeling, credit extension, 
closing hours, are commonly made in an effort to hold service competition 
in check 

In rural communities where patronage of farm families is important, 
competition may focus on the purchase of farm product. Price paid by 
retailers for eggs, for example, may at times exceed that paid by the egg 
jobber to whom they sell. 

Competition is also affected by the fact that consumers are unspecialized, 
small-scale buyers purchasing many types of products. As a result, “slight” 
differences in price may be looked upon as an insufficient reason for chang¬ 
ing customary place of buying. For a large part of buying, price level of a 
store rather than the price of any one product is important. This increases 
the difficulty of being informed concerning price. Without systematic study 
consumers may rely on impressions which arc affected by what the retailer 
says in his advertising and the use of price specials to create an impression 
of a general low price. 

Each retailer has a more or less established clientele. He may raise his 
price a litde without many of his customers noticing the increase. Many 
of them may not know that other retailers have lower prices, or, even if 
they do, they may from habit continue trading as usual. Some of the higher 
prices may be attributed to higher quality. There is, however, a limit on the 
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retail price differences possible between stores. Consumers tend to become 
aware of them. They may also decide that even if the quality in the higher 
price store is superior, it is not worth the additional price. 

Custom plays an important part in retail price setting. Some stores arc 
definitely committed to a certain price, for example 5- and 10-cent stores 
and $1.88 hat shops. Retailers in such cases may be appealing to a group of 
people who feel that they have a limited amount to spend for any one article. 
They will accept a quality change more readily than a price change. 

For some goods retailers are reluctant to change prices. They may feel 
that their customers dislike constandy shifting prices, that they would 
rather regularly pay 30 cents a pound for their coffee than pay 28,27,32, or 
31 cents at different times, as the price in wholesale markets changes. To 
keep his prices the same in spite of changing wholesale prices the retailer 
has several alternatives. In the first place he may accept a smaller markup 
at one time than another. He may anticipate extra returns when prices are 
falling, which will compensate for narrow margins when wholesale prices 
are rising. To keep retail prices at customary level the size of unit sold 
may vary. Chocolate bars, for example, have been visibly shrinking in 
size since 1932. A baking-powder manufacturer recendy advertised that his 
price had been 25 cents a can for 20 years, but failed to point out that the 
size of the can had been altered many rimes. Also when prices are falling, 
premiums and “free deal” schemes are used, for example, one “free” package 
with each dozen, and gifts of various kinds. A third choice is to change the 
quality of the goods. This is often less conspicuous than a price change. 
The wholesale price of a particular quality of coffee, silk stockings, or some 
other merchandise may rise so that a retailer may feel that he can no longer 
afford to handle it at his customary price. Rather than raise his price he 
shifts to a lower quality. He may feel that his customers want a 25-cent, 
50-cent or $1 product. He keeps this price the same and lets the quality vary. 
Practices such as these exist in part because buyers are so poorly informed of 
quality. 

Premiums have an important place in retail selling. By them the seller 
attempts to create the impression that he is giving away handsome toasters, 
tea sets, silk stockings and other useful, attractive and highly desirable 
things. Premiums may be given with single purchases merely as a price 
concession or to introduce a new article. They may be used to induce 
quantity purchasing. In such a case the premium not infrequently is an. 
extra unit. Thus for every purchase of six pairs of hose an extra pair may 
be given. 1 Premiums may be given to induce continued patronage of a 

1 Free deals are used by wholesalers in selling to retailers. Many retailers seem more 
attracted by “M2 of a dozen free** than an 8 per cent off the list price. By means of the extra 
one given free it is possible for the wholesaler to insist that the retailer buy the full dozen 
before getting the discount thus bang offered. Retailers find the use of “M2 of a dozen 
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brand or of the store. In such case coupons are usually used. No premium 
may be given until 20,50, or more coupons have been accumulated. In some 
cases the premium of one article is closely related in use to the commodity 
sold. Mickey Mouse bowls are sold with prepared cereals, and “tea” sets with 
tea and coffee, floor polish goes with a polisher; safety razors are given 
away with a package of blades. Oil lamps were given away in China by 
the Standard Oil Company as a means of increasing the sale of oil. 

This kind of competition is important: 

The estimated $400,000,000 spent on premiums yearly in this country 
shows every sign of being expanded rather than decreased, with the food and 
toilet goods industries continuing to use the lion’s share. 2 

Important savings over customary prices are at times given through 
premium offers. Price comparisons are however more complex and pre¬ 
miums are designed in part to exploit the gullibility of those consumers who 
overlook the fact that sellers do not give things away, that a business con¬ 
tinues only when costs are passed along to the consumers, that the price 
paid for articles purchased includes the cost of the premiums. 

Premiums meet with some disfavor from both sellers and consumers. 
Sommer states the chief criticism against premiums to be: (1) They lead 
to “inferior merchandise” because the vendee places more value on the 
premium than on the quality of the purchased article. (2) Premiums are 
of inferior quality. (3) Manufacturers and retailers alone gain at the ex¬ 
pense of the buying public. (4) The buyer is undesirably dependent upon 
the manufacturer and retailer since in order not to forgo the premium he 
continues to deal with the same retailer, even though the latter openly 
lowers the quality of his wares. (5) Premiums contribute to the deteriora¬ 
tion of business ethics and foster dishonesty. 3 On the other hand there are 
those who claim that in this way buyers receive household goods of great 
value and the public is encouraged to save. The former of course is a justifi¬ 
cation only if the premium goods are worth the price paid and the latter 
is based on the erroneous assumption that money spent for durable goods, 
assuming the premiums are durable goods, represents worth while savings. 

In a recent study made in Chicago of consumer attitude toward grocery 
store practices, 54 per cent of those reporting expressed an unfavorable 
attitude toward premiums. When the women who seemed to look upon 
premiums with disfavor were asked to state their reasons “60 per cent said 

free” very helpful in another way. They can show their invoices to consumers to prove that 
their mark-up is barely enough to cover cost Nothing is said of the free deal. See A. Haring, 
Retail Price Cutting, p. 60. 

* Advertising Age , May 5, 1941, See also H. L. Hansen, “Premium Merchandising,” Har, 
Bus. Rev., vol. 19 (Winter, 1941), 185-96. 

8 See, for example, A. IL Sommer, “Premium Advertising,” Har. Bus. Rev.,%vo 1 . X (1932), ’ 
203-12. 
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that they feared they would pay for them in the long run through lower 
quality or higher price.” 4 

Price competition between stores is keenest where quality can be identi¬ 
fied or where quality in various stores is accepted as being very similar. 
This fact may account for the frequency with which canned vegetables and 
fruits, tea, and coffee are featured in sales and a low mark-up on such 
staples as sugar and potatoes occurs. Local advertising containing price as 
•well as quality information contributes to price competition. More in¬ 
formation on labels about relative quality and a simplification of size of 
package so that consumers would not accept different sizes as identical 
would tend to reduce the importance of customary price. 

Occasionally one store may attempt through exceedingly low prices to 
force certain of its competitors out of business. Such low prices are likely to 
bring only temporary benefits to consumers. If successful in their purpose 
those most active in price setting are likely to drive out some of their com¬ 
petitors or to force them to agree on prices. 

Price setting even in retail stores is, to some extent, done by following a 
leader; that is, one store usually takes the initiative either in raising or 
lowering prices. On this basis a retailer may keep his prices the same, 
slightly higher, or below those of his leading competitors. He may follow 
this pricing policy even though a constant shifting in quality of goods 
handled is necessary. Some stores are quicker than others to sense changes 
in consumer demand and are more alert to possible effect of changes in 
wholesale prices. Chain stores, mail-order houses, and department stores 
are thus more frequently leaders in retail pricing than are the small inde¬ 
pendents. Large-scale producers such as Standard Oil, for example, arc also 
in many cases important leaders. Following a leader may result in complete 
or almost complete uniformity of prices among retail stores. 

Price wars break out from time to time in the sale of gasoline and other 
products for which price agreements are rather important. 

A competitive flurry in tire prices, for example, occurred in 1933: 

Wanting a litde more trade for himself, a retail tire dealer in Cleveland 
shaded prices slightly one day a fortnight ago. Another dealer learned about 
it, shaded his prices a trifle more. The movement spread quickly throughout 
the city. By evening tire prices had been slashed as much as 56 per cent. All 
dealers did a roaring but highly unprofitable business as private owners and 
truck fleet operators jammed in to buy tires for the next two or three years. 
Next day the big Akron rubber companies wired stem orders for the skirmish 
to cease. Back up went Cleveland's tire prices even faster than they had come 
down. . . . 

Last week not a small dealer but Firestone Tire & Rubber Co., one of the 
“Big Four,” slashed list prices 5% to 10%. It was the opening salvo of an- 

4 M. M. Lohner, “Consumer Attitude Toward Chicago Grocery-Store Practices.” 1 Jour . 
of Bus., Univ . of Chicago, vol. X (1937, JyO, 237. 
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other major price war. . . . The reason given was, as usual, the fact that the 
mail-order houses had cut first in their spring and summer catalogs, out last 
month. Goodyear, Goodrich, U. S. Rubber, and smaller Seiberling, met the 
cut but only after cursing Firestone for upsetting the applecart once again. 

Pointing out that mail-order prices affect less than 3% of the replacement 
market, Vice President . . of Goodyear growled: “That the remaining 97% 
of the tire market should be disrupted under such reasoning is a matter to be 
greatly deplored.” . . . 

The only good that Akron could see in the war was the possibility that it 
might put a stop to the bigger and bigger concessions that important buyers 
have been demanding—and getting—for the past few months. From now on, 
tiremen hoped, the list price would be the actual selling price, not a fond 
wish. In Chicago both Sears, Roebuck & Co. and Montgomery Ward & Co. 
promptly cut 5% under Firestone’s new prices. 5 


Restraints on Competition 

There are laws regulating mark-up, forbidding selling below cost, and 
giving to the manufacturer the right to set retail prices of his branded 
products. These are to be discussed in Chapter XXX 

Attempts at times are also made to squeeze out competitors. Price cutting 
may be used, and then when competitors are reduced in number, prices are 
raised. Chains are accused of such tactics. Established automobile agencies 
in a small town may atempt to get local banks to refuse to grant credit to 
an additional agency. 

In some cases retailers locally agree on prices of staples on which price 
competition is very keen, e. g., some foods, coal, lumber. They may also 
agree on the prices of food included in the relief budgets. 

Attempts are often made to get agreements on trade-in allowances. These 
have for years been important in automobile selling and are tending to be 
important for many other things, e.g., radios, refrigerators. At times local 
associations operate secret appraisal bureaus. Here it is important to note 
that agreement, on trade-in allowance grows out of attempts to eliminate 
price competition in the sale of the new product. 

The Federal Trade Commission in its report of the automobile industry 
states: 

Local associations of motor vehicle dealers have engaged in the following 
practices to fix or maintain prices: (1) Fixing minimum prices on new cars, 
often by means of uniform maximum discounts from the manufacturer’s re¬ 
sale prices in transactions where no trade-ins are involved; (2) establishing 
maximum purchase prices, or allowances, for used cars taken in trade; (3) 
regulating bidding on used cars taken in trade by means of uniform minimum 
increases on all bids subsequent to the original bid, or, by requiring all bids 
subsequent to the original bids to be less than the original bid; and (4) adopt- 

5 Time , Feb. 13, 1933. 
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ing published used car price guides as a basis for maximum allowances for 
used cars. 

Many local associations operate used car valuation or appraisal bureaus that 
are essentially combinations of dealers in particular localities, who are bound 
by agreements to restrict competition in used car trading. A plan in effect 
in a large city in 1938, entirely eliminated competitive bidding if the prospec¬ 
tive buyer obtained his first bid on his used car from the dealer in whose 
“zone,” or trading area, he resided.® 

It has already been pointed out that sellers in place of lowering price may 
give premiums. Some industries attempt to eliminate such pricing practice. 
For example, the Trade Practice Rules for the Mirror Manufacturing In¬ 
dustry states: 

The offering or giving of prizes, premiums or gifts in connection with the 
sale of industry products, or as an inducement thereto, by any scheme which 
involves lottery or scheme of chance, is an unfair trade practice. 7 


Consumers’ Role in Price-Setting 

In most stores in the United States a one-price policy is followed. Goods 
are sold to all customers at the same price. No price higgling occurs. The 
customer takes or leaves the goods at the price established by the retailer. 
All customers are treated alike. This price policy was introduced into 
American retail stores about the middle of the 19th century. It is now the 
practice in most retail stores. 

Individual bargaining is more likely to persist in the small than the 
large stores. In many small shops the price one pays for a hat or a dress 
or coat, for example, depends largely on one’s ability to bargain. Such bar¬ 
gaining is still very important if one is trading in a used car or furniture. 

The one-price policy is considered an advantage since it saves time. It 
may help to create good will since a varying price policy is apt to be viewed 
with suspicion by one who does not feel thoroughly acquainted with the 
market. Moreover bickering may develop bad feelings. A varying price 
policy is especially apt to be disliked by one who is not a strong bargainer; 
in fact he is the one who is most likely to pay more than his share of the 
retailer’s costs. One price for all customers permits the retailer to use clerks 
who could not be trusted to bargain and who perhaps could not be trusted 
to report the sales accurately. 

For some consumers at least the one-price policy has certain disadvan¬ 
tages. There are those who are very well acquainted with goods in the 
market and get some pleasure from bargaining. Individual bargaining is 
favored by certain retailers because it gives them an opportunity to meet 

6 Release, June 5, 1939, (mimeo.). 

7 Rule 10, as promulgated July 19, 1939. 
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competition on a price basis. In stores presumably adhering to one price for 
all, the manager may be willing to cut a price for a customer who main¬ 
tains that he can get a commodity cheaper elsewhere. 

Although retailers write the price on the labels and tags, consumers play 
a part in price setting. By refusing to buy, by buying a smaller quantity 
than usual, by turning to lower priced substitutes or going to stores with 
lower prices, consumers register their disapproval of various prices. 

The small proportion of consumer-buyers who do extensive shopping 
probably have a wholesome influence on retail prices. As they shift from 
one seller to another, their purchases often make difference enough in the 
volume of sales to affect profits seriously. It may be, too, that the retailer’s 
knowledge of his competitors’ prices, and of what consumers would do 
if they became acquainted with them, is an even more important factor 
in equalizing prices than the price knowledge actually possessed by con¬ 
sumers as a whole. 

Individual consumers in some cases may vigorously protest against what 
seems to them an exorbitant charge. And, in a very few instances, organized 
groups of consumers go on strike en masse and agree not to buy until prices 
are reduced. Witness, for example, the consumer strikes against high meat 
prices which occurred in many cities a few years ago. 

* In 1936, there was a one-day consumer strike in Los Angeles. At that 
time 10,000 housewives boycotted their butchers and forced them to cut 
beef prices 5 cents. Later a similar strike occurred in New York. Two thou¬ 
sand women volunteers serving as pickets managed to close 1,000 meat 
shops. 

It is very difficult to know to what extent such action has a permanent 
effect on price. It may bring prices down temporarily. After the demon¬ 
stration is over and the agitation has subsided, prices are likely to rise again 
if the supply of products to be sold is relatively scarce or if the cost of han¬ 
dling for any reason is higher than usual. The Consumers’ Counsel of the 
AAA, in September 1937, expressed the opinion that “American con¬ 
sumers might perform a real public service by organizing buyers’ strikes 
against unwarranted increases in living costs.” He did not feel that the 
current price increases were justified. 8 

Price Appeal of Stores 

Recognition is given to various levels of consumer demand not only by 
stores with widely varying price levels, but also by departments within a 
given store and even by variation in prices of goods at different counters. 

8 New Yor\ Times, Sept. 7, 1937, 30:1. 
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A store may in general appeal to one income level* In clearing stocks at the 
end of season prices may be set and advertising done with quite a different 
group in mind. There may be an attempt to reach people who are attracted 
to the store only for sales. This is likely to happen in ready-to-wear style 
goods, as well as in the case of linen, furniture, and some other goods. This 
classification of consumers is a basic factor in price policy. 

In some cases the major emphasis or appeal of a store is price. It is here 
that we find “loss leaders” widely used. Special sales abound. The “bargain 
counter” occupies an important place. There is much price juggling, and 
attempts of many kinds are made to cause prices, both of individual goods 
and in the store as a whole, to appear lower than they really are. A repre¬ 
sentative of Macy’s department store in New York City is quoted as saying: 
“It is our working principle to sell a commodity lower than it can be bought 
for elsewhere in any other competing retail establishment.” Books in the 
Modern Library series ordinarily sell for 90 cents. At one time price cutting 
by Gimbels forced Macy’s to sell them as low as 25 cents. The policy was 
later modified: “It is Macy’s policy to sell its merchandise for at least 6 per 
cent less than it could if it did not sell exclusively for cash.” Such an an¬ 
nouncement is more in accord with store ethics since there is less direct 
reference to competitors’ prices. The Davis store in Chicago, at one 
time by numerous posters and in other ways, broadcast an offer to re¬ 
fund the purchase money for any goods purchased at Davis’ store that 
could be purchased in any other Chicago store at a lower price. Such 
stores usually send out shoppers to other stores in order that they may 
closely follow price changes which occur. 


Mark-up 

“What price shall I charge?” This is a serious question for a retailer. To 
a large extent he thinks of his prices in terms of a certain percentage or 
amount over and above that which he pays the wholesaler or manufacturer. 
He establishes a store and orders goods with the expectation that his mar¬ 
gin, or mark-up will be adequate to cover costs. 

A retailer after a study of his costs and competitors’ prices may decide 
that a certain mark-up, e. g., 15, 25, or 30 per cent, over the price paid the 
wholesaler appears to be satisfactory. In such an initial mark-up the retailer 
takes into account the price at which he had been able to sell the same or 
similar goods, whether he had covered all his costs including waste and 
possibility of damaged products, whether the price trend is up or down, 
whether consumers at the present time are especially seeking low prices 
or are feeling prosperous so that they might be attracted by high rather 
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than low prices, what proportion of the goods he is likely to sell at the 
initial price, how low the price is likely to go before the entire lot is sold. 
Different mark-ups are likely to be used for different products. 

For so-called loss leaders there may be no mark-up, or it may be very 
small, so that it is insufficient to cover the cost of handling, or the ship¬ 
ment of a commodity may be sold below the wholesale price. Haring states, 
however, that 

The loss leader of today frequently deserves this classification more on account 
of theory than fact. The “leader” or “special” frequently carries a full margin 
of profit while selling at a very favorable competitive price because the dis¬ 
tributor in buying from the manufacturer is obtaining a special concession. 0 

Where the quality varies little among stores, even though products are 
sold under different brand names, sales are very competitive and mark-up 
tends to be low. This occurs with flour and sugar. Waste likely to occur, 
size of unit purchased by consumers and other factors affecting cost are 
likely to be reflected in mark-up so that it varies with departments, line 
of goods, and individual commodities and brands. The greater the atten¬ 
tion given to cost accounting and the more the detailed study of separate 
lines and the effect of various mark-ups, the less likely is the retailer to use 
a general mark-up for all types of goods handled. 


Mark-down 

The mark-up on any good is not final. A trial price is set, subject at times 
to increase, at others to decrease. As the future unfolds adjustments may 
have to be made. Thus price setting is a continuous process. If goods do not 
sell as well as expected at the initial mark-up, the retailer may increase his 
selling effort in order to expand sales or may accept a small weekly 
volume of sales, merely extending the sale of his stock over a longer period 
of time than was anticipated. The latter is likely to be satisfactory only 
in the sale of staples, certain to be acceptable to consumers at a later date. 
Mark-downs, in many cases very extreme, may occur if sales lag for fresh 
fruits and vegetables which are likely to deteriorate rapidly in quality, 
and for style goods which, as time passes, become less and less acceptable. 
Wingate, writing of pricing policy of department stores, states: 

Some stores take a high initial mark-up to allow large mark-downs. They 
depend upon the cut-price appeal and deliberately mark goods at the outset at 
higher prices than they expect to realize for most of them. Then, when the 
goods are reduced to competitive prices, they are offered as bargains. Such a 
policy of course results in abnormally large mark-downs. But the tendency 
in the large popular-priced stores is to sell greater volume at a low initial 

9 Retail Price Cutting, p. 140. 
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mark-up rather than a smaller volume at a higher mark-up . - - Funda¬ 
mentally, mark-downs should represent buying errors, not mere price manipu¬ 
lation, such as marking goods too high only to remark them at the right 
price later. 10 

The frequency of mark-downs in department and specialty stores is 
shown in Table 53. In view of the many sales commonly featured in depart¬ 
ment stores, the percentage of mark-downs seems quite low. This would 
suggest that many of the so-called “sales” are not in this category. 

Mark-downs for style goods have definite seasonal tendencies. A study 
made by the U. S. Bureau of Foreign and Domestic Commerce showed 
that in the women’s coat and suit industry mark-down sales are very small 


Table 53: Percentage of Mark-Downs in Department and 
Specialty Stores, by Volume of Net Sales, 1935 * 

{net sdes equal zoo per cent ) 


NET SALES 

{thousands of dollars ) 


COMMON FIGURES 

Department stores Specialty stores 


300-500 

7.25 

500-750 

7-3 

750-1,000 

6.3 

1,000-2,000 

6.25 

2,000-4,000 

6-3 

4,000-10,000 

6.45 

10,000-20,000 

6.35 

20,000-or more 

5-45 


8.1 
7-5 
6. o* 


* Carl N. Schmalz, Operating Results of Department and Specialty Stores, in 1935, Har. 
Elniv., Bur. of Bus. Res., Bui. 100 (1936), p. 15. 

a Includes all stores with $4,000,000 net sales or over. 


in January, are a little larger in February, large in March, and very large 
in April; 43.4 per cent of the sales caused by style obsolescence were in April 
and May. The percentage reduction was much the same in all price lines. 11 

Mark-downs in style goods may be caused by a retailer’s overestimating 
demand. He may find he is overstocked with certain goods and can only 
clear his shelves and racks by reducing prices. Mark-downs are most 
likely to occur in style goods not only because demand is fickle and thus 
difficult to forecast but also because next season’s styles are very likely to 
be different. It thus appears more profitable to sell even at a greatly reduced 
price than to hold over until next year. Marked changes may then be ex¬ 
pected in style goods with the low point coming at the end of the season. 

Mark-downs in style goods may also be necessary, as variety from which 
to choose becomes limited, when the best has been selected, and products 
defective in some way remain, and when they become dirty from the smoke 

10 Retail Merchandise Control, 1933, p. 235. 

11 Markrdoums in the Women's Coat and Suit Industry, Dom. Com. Senes, No. 90 (1934). 
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and dust o£ cities, or soiled from handling. Consumers may at times find 
prices reduced much more than the cost of cleaning, or of restoring the 
commodity to what appears to be “as good as new” condition. 

Broken lots may bring sales in sets of dishes, silverware, furniture, and 
various lines limited as to color and size. Consumers interested in time 
saving are on the whole attracted to stores that carry a full line. When stock 
begins to run short, and for any reason it appears undesirable to the retailer 
to stock a new line, articles remaining are often offered at a low price in 
order to dispose of them. Those willing to shop around, who are not gready 
inconvenienced by finding a particular sale has nothing to offer them, may 
find the price reduction in such goods very important. 

The need for price reductions in non-style goods, e. g., woolen blankets, 
grows largely out of overestimation of demand. Alternatives exist for re¬ 
tailers. Rather than carry the commodity over to the next season, pack it 
away, and care for it in storage, it may seem better to offer it at a reduced 
price. Inventory sales are held for much the same reason. Price reductions, in 
order to lower stock to a minimum, may appear more profitable than han¬ 
dling the goods in taking inventory. Care in buying, that is, correct gauging 
of consumer demand, minimizes price reduction necessary to clear surplus 
style goods, end of season and pre-inventory stocks. The more efficiently the 
retail buying is done the less these tend to occur. 


Non-Deceptive Price Specials 

Mark-downs of the type already described involve no element of decep¬ 
tion unless quality is misrepresented or retailers exaggerate the extent of 
the reductions. They are a part of an efficient system of merchandising. 
Other price specials are in the same class. 

Price specials to increase purchase of “surplus” products 

Many so-called price specials are often announced because an extra large 
quantity of the product is moving into the market. This is most likely to 
occur with perishable farm products such as fresh fruits and vegetables, 
the volume of which is affected greatly by weather conditions and not 
subject to the same control as is that of most manufactured products. Call¬ 
ing attention to low prices through posters in the store and newspaper ad¬ 
vertising may be a valuable service to producers and consumers, especially 
to those consumers who have not through other sources been following 
the seasonal change of price. 

During recent years the Surplus Marketing Administration has been 
•studying the kind and extent of newspaper advertising and store announce¬ 
ments that should be used in conjunction with somewhat lowered prices 



RETAIL PRICE-SETTING 493 

to increase consumption of foods at seasonal peaks or during a year of 
unusually large supply. 

Price specials to spread out selling 

Price reductions may also occur in order to stimulate trade at what would 
otherwise be a very dull period. Thus reduced prices may be offered only 
for specified hours during the morning when trade would otherwise be 
very dull. Also during the summer months coal may be offered at reduced 
prices. How important is the reduction? The answer depends on the price 
difference likely to exist between summer prices and those in winter when 
the coal is going to be needed. It depends also on other uses to which 
funds might be put, interest on charges for money which might have to 
be borrowed as a result of large present purchases, and on the amount of 
available storage space for coal. 

When semi-annual August and February furniture sales were started 
these periods were the dullest buying seasons of the year. Some lowering 
of price at these periods was desirable in order to spread buying out more 
uniformly throughout the year. The chief purpose at first was to sell odds' 
and ends and slow-moving lines that were not finding a ready market. 
Later regular and complete lines were included in sales offerings at re¬ 
duced prices and orders were placed with manufacturers for these sales. 
In some stores August and February became the busy sales months. 12 No 
store can afford to do the major part of its business at reduced prices unless 
the mark-up at other times is extremely high, and such a practice would 
serve further to concentrate volume in the sale period. After a careful 
study of the furniture industry, Dankert reached the conclusion that in 
furniture sales inflated advertising is used; the price cuts found were so 
generous as to lead one to be skeptical of the genuineness of the reduction 
or else to believe that during in-between periods prices were exorbitant. 18 

Price specials to introduce a new product 

New products are often introduced at a cut rate, any “loss” being writ¬ 
ten off to advertising. In such cases, premiums are commonly used. 

Deceptive Pricing 

Deceptive pricing may take many forms. Mark-downs or price specials 
are announced without prices being below regular levels. The extent of 
deception in so-called price specials is indicated by one study which reports: 

12 See, for example, C. E. Dankert, “Trends and Problems in the Marketing of Furniture," 
J. Bus., Umv. of Chicago , vol. IV, p. 168. 
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On 73 per cent of the total 6,221 unit and multiple-unit sale offers, the 
sale prices were lower than the regular price quotations on the same articles. 

The percentage for chains, voluntary chains, and independent stores were 
67, 78 and 83 per cent respectively, and the percentage reductions of price 
for the sales offers were 14-4, 14.8 and 15.8 respectively, 14 the percentage 
reduction being greater on the low than on the high-priced foods. 

In another study: 

Two-thirds of all sale prices were found to be reduced from regular ones, 
percentages being 36 for chains, 77 for voluntary chains, and 85 for inde¬ 
pendents. The percentage of saving on the products reduced in price amounted 
to 12.2, 13.8, and 154 per cent respectively in chains, voluntary chains and in¬ 
dependents. 15 

A Better Business Bureau, suspecting that certain fur coat sales announced 
were not all that they were advertised to be, sent out a shopper during July 
sales and later in September when presumably special prices no longer were 
offered. On many of the coats the price on both occasions was identical. 

Deception may take the form of passing off a lower for a higher qual¬ 
ity. Inferior quality is co mm on at sales. In many cases goods, accepted by 
consumers as mark-downs, are manufactured specially for the sale. 16 Mixed 
lots are offered in which there are some real bargains, these having been 
specially emphasized in the advertising. 17 The goods as a whole may, how¬ 
ever, be priced higher than their quality warrants. 

Very marked price reductions in a few products may be made in grocery, 
drug, and department stores, even to the extent of selling below wholesale 
purchase price. The retailer in many instances hopes that through calling 
attention to these he will create an impression of low prices. Such leaders 
are used largely by grocery, drug, and department stores, which sell a wide 

14 L. Doman, A Study of Price Differences in Retail Grocery Stores tn New York. State, 
Cornell, (N. Y.), Agr. Exp. Sta., Bui. 665, 1937, pp. 7 and 9. The price comparisons were 
limited to goods advertised by grocers which could be presumed to be reduced in pnee for 
a limited period of time. Regular and sales prices on identical articles were collected for 
6,358 sale offers advertised during 4 months in 1931 in 59 localities ranging in population 
from less than 1,000 to approximately 560,000. In each locality prices were collected during a 
three-week period. 

15 D. D. Nuetzman and M. Muse, Price Variations among Retail Grocery Stores of Bur¬ 
lington, Vermont, Vt. Agr. Exp. Sta n Bui. 466, Sept., 1940, p. 3. 

16 Special orders from a manufacturer for sale purposes may not always be for inferior 
quality. The manufacturer may be willing for such purpose to give the retailer an especially 
good price on regular lines. 

17 W. H. Baldwin, The Shopping Book, reports that when reputable stores offer lots at 
cut prices with several articles mentioned in the advertisement that “it is a rule that at least 
one-third of the articles offered shall have been sold previously at the highest price named. 
... In many stores, a very few of the highest grade and highest priced articles will be 
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variety of goods. The expectation is that consumers buying here usually 
purchase not one but several articles. In the purchase of leaders by them¬ 
selves some saving is usually possible, and at the present time there is a 
tendency for some women in week-end buying of groceries, for example, 
to go from store to store buying only the price specials. If these have been 
priced by the retailer below purchase price such a custom on the part of 
consumers will soon check such pricing. The advantage of purchasing 
a miscellaneous group of goods in stores offering leaders is not so certain. 
Loss or low mark-up on one article may be made up by higher mark-up on 
others. The use of leaders runs through many types of sales—regular Satur¬ 
day specials, one-cent sales, dollar days, annual and semi-annual sales of 
various kinds. 

Odd prices may be used to make prices seem lower than they really are. 
These may of course also be used for other reasons. Some stores adopt 
them because they commonly necessitate the clerk’s making change in the 
presence of the customer, and this checks petty thieving. At the same time 
the customer has a chance to look around and perhaps to decide to make 
further purchases. Odd prices are probably most frequently given because 
of the belief that they give the impression of a bargain—that the prices 
are the lowest that the retailers could possibly offer. Since consumers do 
not make a systematic study of prices, their impression as to whether the 
price is low is more important than any reduction in prices which may 
have occurred. Odd prices suggesting reduction may be the result of rais¬ 
ing not lowering the prices. Several years ago a study of sales in Liggett’s 
led to the following conclusion: 98 cents is desirable because it puts the 
product in less than the dollar class; 19 cents is just as good as any price 
between 15 and 19 cents; odd numbers are better than even; 79 cents is 
considered just as good if not better than 75; 89 cents is as favorable as any 
price between 79 and 89. 18 In the same way “3 for 25$” may impress buyers' 
more than 8$ per unit. 

There is at the present time a good deal of doubt in the minds of many 
retailers concerning the additional profit to be gained by the use of odd 
prices. Consumers after years of experience may perhaps be getting a litde 
glimmer of how at times they are taken in by this trick. 19 

Bait pricing other than loss leaders is used. A low-priced article may be 
displayed in the window or featured in the advertising in order to entice 
people into the store. Then when customers come they are perhaps in- 

1* "Odd Prices and their Effect on Sales,*’ Printers* ln\, Sept. 22, 1927, pp. 25-28. 

19 A large mail-order house attempted to discover what advantage came from odd prices. 
The test showed no benefits although there was some doubt as to whether a similar test 
might not bring different results. See E. Ginsberg, “Customary Prices,” Am. Econ. Rev., 
vol. XXVI (1936, Je.), 296. 
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formed that there is no more of it in stock, or there may only be a limited 
range of sizes or colors. Pressure to buy other things may be used. Such 
practices are used in some clothing and furniture stores. 

Another practice is used to suggest quality. In order to sell men’s hats 
for $8, which under competitive conditions would bring only $5, a few 
superior hats are priced at $12 or $15, and very attractively displayed in the 
same or nearby case with the less expensive. Consumers, after considering 
the $15 hat, are likely to feel that $8 is relatively inexpensive. The $15 hat 
may have been purposely over-priced and no expectation held for its sale. 
In this way a comparison of relative quality and price may make the $8 
hat seem like a bargain. 

In many cities “stuffed flat” furniture sales are common. Buyers are 
usually attracted through advertising. They may be led to believe that the 
furniture must be sacrificed because the family is moving to another city 
or the home has to be broken up. The furniture in many cases is the 
slighdy soiled furniture of a wholesaler which may have been moved to a 
flat in an expensive neighborhood for sale. In that environment rather 
poor quality furniture may be passed off as very good. 

Slightly soiled furs are sometimes sold by claiming that they are the 
second-hand furs of screen stars who, as “everyone” knows, would have 
only the best, and who discard the furs while they are still “as good as 
new.” 

Then there are the bankrupt sales, fire sales, auctions of various kinds, 
and other fictitious sales. 


Control over Deceptive Pricing 

In a few cases special ordinances exist bearing on sales. In New York 
City for example, there is one making it illegal to hold fictitious bank¬ 
ruptcy and fire sales. In order to advertise such sales a license must be 
obtained. 

Better Business Bureaus attempt to check some types of price as well as 
quality misrepresentation. A major project of the Better Business Bureau 
of New York City is to eliminate the fake wholesalers of furniture, the 
pseudo auctions and warehouses, fictitious factory outlets, “unclaimed” 
freight, and the stuffed flat sales. These, it is considered, annually cost 
New York City consumers millions of dollars. 

Beginning in 1939 Better Business Bureaus began an investigation of 
price comparisons which are improper, such as misleading “Half Price 
Sales,” “40%-Off Sales,” Fictitious “List Prices,” Fake “Trade-In Allow¬ 
ances,” etc. The study has been made for the purpose of trying to find 
some practical means for ending or controlling these abuses. 
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The F.T.C. has declared misleading prices in general to be unfair. As 
trade practice conferences draw up codes special attention is given to the 
type of misrepresentation that has grown up in the sale of a particular 
product. For example, the fur code refers to misrepresentation growing 
out of the claim of wholesale selling. Many codes rule against purported 
reduction when regular or higher than regular price is used and some 
against the misuse of the word “free.” 

The radio industry prohibits the use of fictitious prices, fictitious trade-in 
allowances, and all price manipulations tending to deceive consumers. 

The recent Trade Practice Rules for the Linen Industry, for example, 
states: 

Rule 16—Deceptive Pricing: 

(a). ... It is an unfair trade practice 

(1) to use advertisements or representations stating, purporting or implying 
that the prices for such [linen] articles or merchandise so advertised or rep¬ 
resented have been reduced . . . when such represented or purported price 
reductions are fictitious or are otherwise false, misleading or deceptive; or 

(2) to use advertisements or representations which present former prices 
or so-called list prices or comparative prices which are exaggerated, fictitious 
or otherwise false, misleading or deceptive. . . . 

Rule 17—Deceptive Advertising of Group Offerings, etc.: 

In offering for sale, . . . merchandise containing or purporting to contain 
linen . . . whether at so-called special sales, clearance sales, bargain sales or 
otherwise, it is an unfair trade practice to use false, misleading or deceptive 
advertisements or representations to the effect that the articles so offered or 
advertised are composed wholly or in large or substantial proportion of well- 
known brands of linen articles, or of articles of reputed high quality, or of 
articles of a specific kind or of illustrated or featured patterns or designs, (a) 
when in fact none or only a small or insubstantial proportion of such respec¬ 
tive types of articles is included in the merchandise so advertised or offered for 
sale; or (b) when in fact there have been added to such merchandise articles 
of inferior or cheaper grade or quality and the fact that such cheaper or in¬ 
ferior quality are included in the merchandise so advertised and offered is 
deceptively concealed from the advertisement and from purchasers; or (c) 
when for any other reason said advertisement or offering for sale is mislead¬ 
ing or deceptive to the purchasing or consuming public. 20 

Many complaints of the F.T.C. bear on pricing. In 1940 for example, a 
complaint was issued against Sears, Roebuck & Co alleging unfair decep¬ 
tive practices in the sale of automobile tires and tubes. 

The complaint alleges that in conducting nation-wide tire sales through 
its retail stores, the respondent company misrepresented that its tires and tubes 
were being sold at various purported discounts and savings from the regular 
and usual prices. 

20 As promulgated, Feb. 1, 1940. 
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It is alleged that the respondent advertised its [ ... ] tires as being sold at 
a saving or discount of 30 to 35 per cent when in fact such purported savings 
were exaggerated because not computed on the regular list price in effect at 
the time of the advertisements. Based upon the regular list price, the advertised 
sale prices allegedly would have provided for percentage savings ranging from 
9.45 per cent to 10.8 per cent rather than the advertised saving of 30 to 35 
per cent. 

According to the complaint, a 25 per cent trade-in allowance for old tires 
allegedly was advertised as 25 per cent discount and as an extra trade-in al¬ 
lowance when in fact, a 25 per cent trade-in allowance for old tires is always 
allowed and therefore does not provide a 25 per cent discount or extra trade-in 
allowance but represents only the regular selling price. 

[Another of its brands of tires is] alleged to have been advertised at half- 
price when in fact it was necessary for the purchaser to buy one tire at the 
full price in order to get one at half-price and the advertised price, contrary 
to the advertisement, represented no savmg to the purchaser since no allowance 
was made for old tires. 21 

Over and over again in the F.T.C. complaints, one finds the statement: 

The complaint charges that these representations are deceptive and mis¬ 
leading, and that the respondents’ products never had a retail sales price 
greater than those quoted, and that the prices at which the products are sold 
are the regular, ordinary, and customary sales prices therefor, are not one-half 
the usual price, and- are not reduced or special prices. 

Trade associations have from time to time expressed themselves as being 
opposed to premium selling. 

There is much variation in the United States in regulation of premiums. 
In Kentucky an annual tax of $350 is imposed on each company employ¬ 
ing the trading stamp form of advertising. In many States trading stamps 
are subject to local license taxes. Some States prohibit the wrapping of 
premiums with merchandise. Nebraska prohibited this practice but at the 
same time sanctioned the inclusion of the coupons which might later be 
redeemed for premiums. The redemption of trading stamps in cash is 
allowed by some of the courts in the United States; wherever regulation 
exists, in this respect, it is required that the value of the coupon be desig¬ 
nated on its face. 

It is of interest that the retail code set up* under the N.R.A. outlawed 
premium selling. Since its demise the use of premiums appears to be even 
greater than before. 

The F.T.C., in an effort to check deceptive elements in premiums has, 
following a series of court decisions, defined the word “free” to mean 
genuinely free as defined in the dictionary. A product is not free if the 
combination price is greater than the regular price of the product with 

21 F.T.C., Release of Feb. 19, 1940. A short time later, somewhat similar charges 
made against Western Auto Supply Co. 


were 
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which it is given. The offer o£ free goods is, however, looked upon as a 
legitimate sales method if the offer is honestly made. 

A trick common in radio advertising is to announce “free” samples to 
be given on payment of a small sum to cover mailing costs. The F.T.C. 
has issued complaints against companies concerning “free” offers of mer¬ 
chandise in a manner misleading buyers into accepting them and purchas¬ 
ing the respondents’ products by paying the full value in the belief that 
such payment was merely the cost of mailing and packing . 22 

Pricing to Encourage Efficiency 

In Chapters XVII and XVIII it was pointed out that a separation of 
delivery and credit charges from the prices of the products would lead 
people to use their services only when they were worth while. Economy in 
the use of resources would thus be promoted. 

High cost of retailing, especially of food, is commonly laid to the small 
scale of purchase. Some people are of the opinion that retailers do not 
pay sufficient attention to the sale of large-unit packages , 23 that marketing 
costs might be brought down if large packages were featured and if price 
differentials based on cost of selling various quantity units were more 
accurately determined. 

The uneven distribution of sales throughout the week is felt by some to 
be a source of waste, and failure to use capacity. Many retailers who com¬ 
plain about the high cost incurred during periods of slack selling concen¬ 
trate their price specials at the week end when buying tends in any case 
to be high. For example, one study reports, “Twice as many items were 
found on special sale on Saturdays and a few more on Thursdays than 
on Tuesdays.” 24 It is of interest that “there was little difference in the 
numbers found on Tuesdays, Thursdays and Saturdays in chain stores 
while in voluntary chains there were three and a half as many on Saturdays 
as on either of the other two days . 25 

Would it be advisable for retailers to plan their pricing so as to shift more 
of the buying into what are now the slack periods of the week? 

22 Release, Jan. 27, 1940. 

28 See, for example, David A. Large, “Let’s Give the Stepchild a Break,” Advertising and 
Selling , vol* XXV (1935, Aug. 15), 35, 58. 

24 Vt. Agr. Exp. Sta., Bui. 466, 1940, p. 2. 

28 Ibid., p. 24. 



CHAPTER XXIX 

PRICING PRACTICES IN OTHER MARKETS 1 

Pricing practices in other markets are of interest to consumers in so far 
as they lead to prices that are higher than necessary. Attention will thus 
be directed to practices that lead to high costs and to agreements or actions 
that restrict price competition. 

It is obvious to anyone at all acquainted with pricing policies that some 
sellers have more power than others over the prices. The pricing process 
for automobiles and electric refrigerators is very different from that for 
strawberries and eggs. For some sellers there is a market price which they 
have to accept. This is determined in the market at the time of sale by 
the bidding of many sellers and buyers. Any one producer can increase 
his production and sales without causing prices to decline. On the other 
hand, if he refuses to sell his product at the going market price, his action 
would have no price-raising effects. In other cases sellers are in a position 
where they have to decide whether to take a lower price and sell a larger 
quantity or whether to restrict the quantity and get a higher price. In 
many cases price is set in advance and production regulated in accordance 
with what buyers will take at the price set. 

Price can also be deliberately influenced by restriction of output by one 
firm occupying a dominant position in the industry or by a group of firms 
acting jointly. 


Monopoly 

Monopoly is the opposite of competition. It occurs when a product is 
supplied by one firm only. Such a firm can raise prices without fear that 
competitors who make identical products will take away its trade. Public 
utilities operating under a franchise have monopoly rights but their prices, 
formally at least, are under the control of a public co mmi ssion. The State 
permits exclusive rights in the case of patents and copyrights. 

In the case of copyrights, closely competing products usually exist. Pat¬ 
ents are more limited in duration. Their monopoly power in some cases is 
gready strengthened by patent pools and rigid licensing agreements. These 

1 1 No attempt will be made here to describe systems of cash discounts, periods of free 
credit, guarantees against price decline, advertising allowances, and other practices that char¬ 
acterize wholesaler-retailer and other dealer relationship. 
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have existed in the glass-container, plasterboard, and shoe-machinery in¬ 
dustries. 2 By early 1942 the war program had revealed their existence in 
many basic industries. 

A brand, to which the owner has the exclusive right, is sometimes de¬ 
scribed as a monopoly. It may be a device useful to its owner in checking 
competition. A brand, however, does nothing to interfere with other sell¬ 
ers bringing into the market an identical product, and describing it, apart 
from brand name, in an almost identical way. It happens of course that 
a product identical with Listerine, for example, would only very slowly be 
accepted as a substitute, even though the price were lower. 

In so far as a brand continues for some time to bring its owner high 
profit, it might be described as an ignorance monopoly, the favored price 
position being the result of consumers* ignorance of satisfactory substi¬ 
tutes. Compulsory informative labeling and consumer education are the 
best methods available for combating such “monopoly.” 

The term monopoly is sometimes applied to cases where a large part of 
the sales are in the hands of one firm so that little competition in pricing 
occurs, or where a group of firms by collusive or coercive action restrain 
competition. Attempts to limit competitive pricing are widespread. One 
writer states: 

During the last 20 or 30 years there has been intensive and very effective 
propaganda conducted by trade associations and by some business concerns 
designed to convince businessmen generally that price competition is some¬ 
how sordid and should be eliminated. There is today a widespread belief in 
business circles that competitive effort should be directed toward the non¬ 
price aspects of competition almost to the exclusion of price; that sales cam¬ 
paigns should emphasize quality, service, and performance, and should avoid 
price cutting . . . a 


Joint Action by Sellers to Restrict Price Competition 

Cases of single sellers with strong monopoly position are relatively few. 
There are many cases however where sellers, presumably in competition 
with each other, act together to restrict price competition. 

What appear to be independent firms may actually be administratively 
linked together so that independent decision concerning output and price 
is not possible. This may be done through holding companies and inter¬ 
locking directorates. A holding company may, for example, secure con¬ 
trol of the voting stock of several competing companies and check price 
competition between them. Or one person may sit in the boards of di¬ 
rectors of two or more corporations selling identical or similar products. 

2 For discussion of patents in the food industries, see TJV.E.C. Monog. 3 5,1940, pp. 121-43. 

8 TJNJS.C. Monog. 1, p. 8. 
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Through his influence policies of supposedly competing firms may be uni¬ 
fied. 

Even though firms remain separate administratively,, joint action may 
be achieved in several ways. Where an industry includes one or a few 
dominant firms with many small firms, price leadership may prevail, the 
small firms in their pricing following the large firms. 

Where the entire industry or a major part of it is composed of a few 
firms, informal price agreements may occur, with decisions being made at 
luncheons, dinners, or following a game of golf. 

Where industries are composed of many firms, trade associations may 
have an important place in checking price competition. Many methods 
are used to control price and output. 

Rackets sometimes invade a market and exercise a great deal of control 
over price. Retailers and other entrepreneurs may be “invited” to join a 
“protective” association. Freedom from molestation, thuggery, and vio¬ 
lence will be granted them if they pay the required fee and abide by the 
rules of the association which may, at times, include price fixing and ap¬ 
portionment of territory. Should a dealer refuse to join he may find his 
shop windows smashed, or mysterious fires started and his property oth¬ 
erwise damaged. The racketeer may serve as wholesaler for certain prod¬ 
ucts, members being forced to buy at high prices. 

In addition to leadership pricing, restriction in price competition may 
take several forms: A few of these will be briefly discussed. 

An agreement may be reached to share the market. Territories may be 
divided among otherwise competing firms or the market may be divided 
on a volume basis. In meat packing and anthracite coal there appear to 
be agreements to share volume. Agreement to share volume lies behind 
some collusive bidding for contracts in erecting public buildings. Com¬ 
peting contractors may meet and agree as to who should get the contract; 
others file bids too high to be accepted. 

In some cases prices paid are those of a basing point plus freight charges 
from that point even though the product is secured from a different place 
and transported by trucks rather than railways. The product may in fact 
be secured locally with little or no transportation cost actually involved; 
whereas transportation charges from a basing point perhaps 200 miles 
away are included in the price. The user near the point of shipment helps 
to pay the transportation of those far away. The manufacturer in the best 
location is not permitted through lowering of price to expand his produc¬ 
tion. 

Basing-point pricing is used in iron, steel, and lumber industries. It 
leads to much wasteful transportation because of cross hauling. The Fed¬ 
eral Trade Commission, following an extensive investigation, concludes: 
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The wastes of cross-hauling and of excess capacity and high capital overhead 
are saddled on the consumer as if they were legitimate costs. Under the guise 
of freight costs, buyers located at a distance from the basing point even 
though they purchase from a mill in their own city are charged what amounts 
to a penalty . . . 4 

Method used to get conformity to accepted policy varies with the situa¬ 
tion. In the case of interlocking directorates and holding companies the 
method is obvious. Leadership may be accepted because a price above that 
of the leaders could not be secured, or because the price established per¬ 
mits a greater profit than would be possible with any lower price; or finally 
because any selling at a lower price on the part of the small entrepreneur 
might precipitate a disastrous wave of price cutting. 

Trade associations act in several ways: e.g., by denouncing the price 
cutter in the trade bulletins which are sent out; by collecting information 
concerning the present capacity of industry and expansion which is going 
on, and warning members if ‘over-expansion” is occurring. In many cases 
trade associations have gone further than this. Members are at times re¬ 
quired to file their prices with the associations, ostensibly only for the 
purpose of keeping the trade fully informed. But actually this has been 
used in some cases as a means of attempting to enforce a minimum price. 
Members have at times been instructed to hold back products in order to 
induce a price rise. 

Bulletins may be sent out instructing members what the price should 
be. The Washington Bakers’ Association, for example, distributed a bul¬ 
letin containing the results of a cost-analysis survey which concluded: 

The above figures speak for themselves and certainly do not justify any cut in 
prices. The correct wholesale price of bread is 8 cents for a pound loaf and 
12 cents for a pound-and-one-half loaf.® 

NRA. Codes 

Although long since declared unconstitutional the N.RA. codes are of 
interest because of what they aspired to do. In them were expressed, in 
large measure, the aims and ambitions of trade associations and the eco¬ 
nomic philosophy of many business leaders. In them were legalized many 
practices which had previously been held by the courts to be in restraint 
of trade and contrary to the law. In them was exemplified again the fact 
that self-regulation by an industry all too often is enacted with scant at¬ 
tention to the interests of other industries and consumers. 

Centralized control of industry was the main characteristic of codes, and 

4 TJV.B.C. Monograph 42, 1941, p. 4. 

5 F.T.C., Competition and Profits in Bread and Flour , 70th Cong., 1st Sess., S. Doc. 98, 
1928, p. 92. 
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control of prices through agreements among competitors was a major 
item. Of the first 677 codes, 560 had provisions relating to minimum 
prices and costs. 6 The Government, in place of upholding anti-trust laws, 
and maintaining that free competition is beneficial to society, permitted, 
urged, and even compelled, competitors to get together. Through “en¬ 
lightened” cooperation, as it were, industry was to advance beyond the 
tooth-and-claw level where each business enterprise looked strictly to its 
own interests and let the “devil take the hindmost.” 

It might be well to pause here to consider why there was felt to be a 
special need for interference with competition at this time. In the depth 
of the depression the capacity of industry to produce was much in excess 
of the consumers’ willingness to purchase at a price that would cover all 
costs of production. Prices in many instances were so low that a large part 
of industry, in spite of efforts to get costs down, was operating at a loss, 
in that all fixed costs were not being met. Entrepreneurs, through trade 
associations, were in many industries well-organized. Their previous ex¬ 
perience with Trade Practice Conferences suggested the solution of the 
dilemma—the way to avert bankruptcy. The “evils of competition” were 
to be checked. 

Terborgh in Price Control Devices in the NJR.A. Codes discusses the 
four main types of control devices found in the first 250 codes which were 
approved. Common was the authorization to fix minimum prices or mark¬ 
ups. These in some cases were to be “fair and reasonable,” to be “com¬ 
pensatory,” to be equal to the “lowest reasonable cost of production,” or 
the “weighted average cost of production,” or the “modal cost.” Resale 
price maintenance in many cases was permitted. In other cases codes pro¬ 
hibited selling below individual cost of production . This was usually 
qualified to permit selling below cost in order to meet competition. In 
other words selling below cost would be permitted in following prices 
down but not in forcing them down. Accordingly, initiative in price cut¬ 
ting must come from those covering their costs. Codes in many cases 
permitted open-price arrangements . Members of the industry must ac¬ 
cordingly file, in many cases, with the code authority, a statement of their 
prices, discounts, and terms of sale. A ten-day waiting period in many 
instances must elapse between the filing and the putting into effect of a 
new scale of prices. This arrangement led in many cases to collusive agree¬ 
ments and simplified greatly the enforcement of agreements and under¬ 
standings of various kinds. Limitation of production and productive ca¬ 
pacity was used as an indirect method of controlling price. To do this it 
was necessary to determine the aggregate production to be permitted, and 
to distribute this among the various members who were “entitled” to share 
6 Prices and Price Provisions in Codes , Part HI, Nit.A., Jan. 9, 1935. 
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in it. In order to protect the market from new competition many codes 
implied more or less explicidy that expansion must occur only if the total 
capacity of industry exceeds probable consumption. The measure of total 
capacity used, at times, if not commonly, included obsolete and inefficient 
factories. Terborgh points out that the acceptance of such a crude test 
merely protects "the vested interests of inefficient establishments against 
the competition of new and superior facilities,” 7 Codes in many cases 
abolished discounts to large-scale buyers. 

Aided and abetted by the Government, with special powers conferred 
by the law, it is not strange that the general effect of many codes was to 
raise prices. (See Fig. 17.) Adam Smith in The Wealth of Nations long 
ago pointed out that: “People of the same trade seldom meet together, 
even for amusement and diversion, but the conversation ends in some 
contrivance to raise prices.” He advised, however, that "Though the law 
cannot hinder, it ought to do nothing to facilitate such assemblies, and 
less to render them necessary.” 

Even when rather specific on the surface, instructions in codes as to 
price fixing were, in many cases, basically vague, leaving much to the dis¬ 
cretion of administrative authorities. The terms “fair,” “reasonable,” “rep¬ 
resentative” were far from precise; they allowed much leeway in decision. 
Even where provisions stated that there should be no selling below in¬ 
dividual cost of production many very arbitrary decisions had to be made. 
Where data were not available, cost estimates were little more than 
guesses. Cost of production per unit varies greatly with volume. If prices 
were to be based on cost of production, it was necessary to ask, Production 
at what capacity? Must price be high enough to cover overhead costs in 
full at a time when only one-quarter of the capacity is being used? Cer¬ 
tainly in the interest of expanding sales and efficient use of productive re¬ 
sources it may be best to have low prices, even though present costs were 
not all met. Where a factory made more than one type of article or a store 
handled a variety of goods, as is usually the case, overhead costs became 
very difficult to assign. Without knowing overhead cost per unit, total 
costs for price-fixing purposes could not be determined. 

Price fixing in retail codes is of special interest The National Retail 
Dry Goods Association maintained that their code should declare to be 
unfair competition the selling or advertising of merchandise at less than 
net invoice cost plus 10 per cent. Retail druggists wanted a minimum 
selling price of net invoice cost plus 28 per cent for operating cost and 
overhead and plus 5 per cent for profit. In this case they appeared to have 
overlooked two important facts apart from possible consumers’ objec¬ 
tions. Many druggists have costs much below a 28 per cent margin and 

7 Price Control Devices in the N.R^ 4 . Codes , p. 44. 
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many articles sold in drug stores are handled by other stores, which might 
be operating under other codes with very different margins. In addition, 
although 28 per cent of net invoice cost might be a common cost for 
druggists, many articles could be handled at less expense. The ruling of a 
uniform mark-up might indirectly retard the sale of some goods, without 
stimulating others. 

The Consumers’ Advisory Board of the N.R.A. and other organizations 
interested in protecting consumer rights very early in the evolution of 
codes began to protest against the sharp price increases which were occur¬ 
ring. Consumers had been deprived of the safeguards of the competitive 
system, without anything to take its place. Under competition the desire 
of the seller to overreach, to demand a “high price,” had been checked by 
a willingness of his competitors to sell for less. Agreement among com¬ 
petitors removed this restraint. With increased costs resulting from wage 
and hour requirements of codes, some increase was expected, but consid¬ 
erable evidence was forthcoming to indicate that business interests were 
using codes as a means of recouping losses of earlier years. The Consum¬ 
ers’ Advisory Board, for example, points out that “Price increases on saw¬ 
mill products appear to have been about twice as large as would be justi¬ 
fied by increased wage payments.” 8 The Board goes on to state: 

This tendency in some industries to forget the recovery program in their 
own interests is, of course, strengthened by any arrangement which makes the 
determination of prices a matter of agreement among the members of the 
industry. . . . 

Provisions which we think should be very critically re-examined include 
those relating to open price systems, cost provisions and cost accounting sys¬ 
tems, restriction of output by allocation or by limitation upon machine hours 
or plant operation, or upon the installation of new machinery, systems for 
artificially determining freight charges, market areas, arrangements to estab¬ 
lish fixed price differentials for different classifications of customers, resale 
price maintenance, and specific code authorization of price fixing. 9 

Special complaint was made against prices being fixed on the basis of 
“reasonable cost.” The Board states: “With representatives of the industry 
furnishing the cost information we have reason to believe that they are 
not niggardly in their estimates.” 10 Uniform prices in many cases were 
believed to be based on high average costs. The effect of this was the 
“shifting of production from the efficient firms which could, if permitted, 
make money by selling at much less than the average cost, and transfer¬ 
ring it to high-cost establishments.” 11 

8 See Norman S. Buck, Survey of Contemporary Economics, 1934, p. 446. 

e Ibid., p. 447. 

10 Ibid., p. 448. 

11 Ibid. 



Fig 17: Weighted Average Indices of Twenty Building Material Prices 
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Because of such criticisms official attitude toward price fixing tended to 
undergo a change. Some time before the demise of the NJR.A. codes there 
was much talk of dropping or greatly relaxing the price-fixing provisions. 
There was also much criticism from many business interests. Some groups 
in an industry benefited more than others. The codes were for the most 
part hastily and arbitrarily drawn. They were largely formulated by peo¬ 
ple ignorant of the economic nature and significance of cost, who in gen¬ 
eral failed even to suspect the consequences of the rules which they were 
setting up. In addition, widespread violation of many codes was occur¬ 
ring. 

The major criticisms against the price-fixing measures were: 

(1) Price setting was left too much to the discretion of industry whose 
profits were directly affected. 

(2) The high price, frequently maintained by a quota system restricting 
the production in various plants, often enabled factories and other enter¬ 
prises to continue in operation, which would otherwise have closed be¬ 
cause of their inefficient methods and high costs. As a result of the lumber 
quota, for example, mills were reopened which had been closed for years. 

(3) A rigid price structure in many cases resulted. 

(4) Quite beyond the scope of administrative agencies were the num¬ 
ber and complexity of cases to be reviewed in order to set prices which 
would keep goods moving in competition with other goods and indus¬ 
tries, and preserve a balance of opportunity among members. To do this 
many factors had to be considered and constant revision was necessary. 
It is not strange that decisions made on the basis of limited data were in 
many cases considered to be ill-advised. 12 

(5) The problem of enforcing pricing rules was very difficult not only 
because of the large number of enterprises involved but also because some 
groups were especially handicapped by the restrictions imposed. Dissen¬ 
sion and discord arose within the industry. The codes were hardly enacted 
before schemes for evasion began to flourish. 

(6) Fear of monopoly growth was also a factor bringing disfavor. 
Popular sentiment against concentrated power has always been strong. 
The N.R.A. codes in many cases strengthened the semi-monopolistic po¬ 
sition of many large corporations so that not only consumers but many 
small-scale entrepreneurs were thoroughly alarmed. In fact many firms 

12 Complexities in many cases led to an artificial simplification. For example, m carry ing 
out the authorization that there should be no selling below individual cost of production the 
code authority, rather than studying costs in separate plants and basing restrictions on these, 
set up arbitrary costs and applied them to all plants, e. g., (1) the average overhead cost of 
all industry, (2) average transportation costs. Members making their own raw materials were 
charged market prices for these, not being permitted to include in their statement of cost any 
advantage which might come from integration. All of these rules tended to make the “cost”* 
of each producer the same when in actual fact it was very different. 
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rapidly became quite dissatisfied with rules to which at one time they 
lent enthusiastic support. 

The N.R.A. codes were declared unconstitutional. Slight flurries in 
price cutting were inconspicuous as more normal price competition was 
resumed. In a few cases prices turned sharply down. 

The spirit of NJR..A. drew life from trade associations. These continue. 
Through their experience in setting up and enforcing rules they learned 
much about regulating competition, including price control. Many types 
of control continue sub rosa. In fact, some trade associations boldly stated 
that such was their intention. 13 

Consumers’ Objection to Restraints on Price Competition 

Restraints on prices and output by private enterprise constitute an im¬ 
portant consumer problem. They restrict the use of productive resources 
and reduce the total net product which provides our scale of living. They 
often block expansion in lines where consumers are willing to pay a price 
high enough to cover the cost of producing additional products. In addi¬ 
tion, some restraints have discouraged technological progress and brought 
increased cost. Excess capacity, for example, has developed from attempts 
to keep price above average cost. 

18 The F.T.C. accepted the rules of the N.R.A. to the effect that it declared against loss 
leaders if the intent was to lessen competition and create monopoly. However, there Seems 
little evidence that loss leaders do either of these things. 



CHAPTER XXX 

REGULATION OF PRICE CUTTING 

Legislation of three types is to be considered: (a) Laws permitting resale 
price maintenance, (b) Laws prohibiting retail sale below cost, and (c) 
Laws prohibiting price discrimination among buyers. The first permits 
vertical control of the price of a product as it moves from manufacturer 
to retailer, and the second constitutes horizontal control among a group 
of retailers, for example. The third constitutes an attempt to prevent large- 
scale wholesale buyers from getting a lower price than they are “en¬ 
titled to.” 

These three types of legislation have several things in common: 

(a) For the most part they were enacted during the 1930’s, receiving 
impetus from the NJR.A. experience. Many of the rules laid down in codes 
formulated by Trade Practice Conferences have their counterpart in this 
legislation. 

(b) Sponsors in each case sought means of checking the growth of 
large-scale retailing. 

(c) They have tried to gain and to hold public support by concentrat¬ 
ing attention on the fairness of the practice prescribed, or the unfairness 
of the practices from which they sought relief. 

(d) In spite of the fact that these types of legislation are directed against 
price competition, looked upon by many as the antithesis of monopoly, 
its sponsors have claimed that they are necessary in order to check mo¬ 
nopoly. 

In appraising the legislation it is necessary to consider to what extent 
the market, because of the legislation, actually has become more “fair” and 
freer from monopoly; or whether new types of unfairness and new forms 
of monopoly control have been introduced. False claims of benefits from 
legislation may arise out of ignorance, or they may be made with intent 
to conceal the real purpose of the legislation in order to gain or to hold 
public support. It is important to note a fact often ignored by proponents 
of regulations to check price competition, namely, that low prices are fair 
if they arise out of efficiency. 

Permitting Resale Price Maintenance 

Resale price maintenance pertains to the right of a manufacturer or 
other seller to specify the price at which products bearing his brand are 

510 



REGULATION OF PRICE CUTTING 511 

to be sold at any stage in the marketing process, including price to be paid 
by consumers. 

Growth of legislation 

California led the way with a resale price maintenance law enacted in 
1931. By 1939 similar laws existed in 44 States. 1 A great impetus was given 
to such legislation by the Tydings-Miller Act passed in 1937. 2 This is a 
Federal enabling act which permits manufacturers to make resale con¬ 
tracts with retailers in States, having laws permitting such contracts, with¬ 
out fear of Federal antitrust laws. 

The passage of this Act may be looked upon as accidental—during the 
closing hours of the session it was attached as a rider to an appropriation 
bill. The President on signing it expressed the hope that the resale price 
ruling would not be as harmful as many people feared. 

Rules laid down by state laws 

Some laws permit the brand owner to set the price at which the prod¬ 
uct is to be sold, others permit him to set the minimum price. But the 
price ruling applies to all stores no matter what their cost, volume of sales, 
or kind of services provided. Price competition between retailers is in large 
measure ruled out, although that between manufacturers is not prohibited. 
Most of the laws are patterned on the Feld-Crawford Act of New York 
State which permits manufacturers to fix by contract the price at which 
trade-marked goods are to be sold. Once a contract has been signed by a 
manufacturer with a single retailer in the State, all other retailers must 
maintain the resale prices specified in it. In other words, the so-called non¬ 
signers’ clause permits two persons by private contract to control the 
prices of the same commodity by anyone selling it within the State. The 
contract presumably applies only to commodities in fair and open compe¬ 
tition with commodities of the same general class produced by others. 
Provision is made for closing out a line and for selling damaged goods. 

In some cases, statutes prohibit the making of gifts, concessions, or 

x Delaware, Missouri, Texas, Vermont had no such laws. For detailed discussion o£ State 
laws see W.P.A., Marketing Laws Survey, State Price Control Legislation, 1940. 

2 Prior to this, resale price maintenance agreements had been held to be in restraint of 
trade. The first U.S. Supreme Court decision on this matter was given in 1908. By it a 
publisher was denied the right of compelling maintenance of resale price of a copyrighted 
book. In 1911 a drug company pressed its claim to dictate the resale price of branded goods. The 
right was denied. In the opinion of the court: “The Complainant having sold its product 
at prices satisfactory to itself, the public is entitled to whatever advantage may be derived 
from the competition in subsequent traffic.” (Dr. Miles Medical Co . v. John D. Park. & Sons, 
320 U.S. 373, 1911.) All agreements which have since come before the'court whose purpose 
it was to maintain resale prices have been declared illegal whether the articles were patented, 
copyrighted, or branded. 



CONSUMERS AND THE MARKET 


512 

combination sales in connection with price-restricted commodities. Some 
statutes specify that patronage dividends of cooperatives are not a viola¬ 
tion. In one State, i. e. Wisconsin, provision is made for revision of resale 
prices fixed by a contract by the department of agriculture and markets. 
No report on actual supervision of prices has been noted. 

Court decisions have ruled that power to control resale price applies 
only to brands and to products in competition. A manufacturer may price- 
fix his own brand and sell the identical product without brand name al¬ 
lowing the retailer or other seller to fix the price. Patented commodities 
cannot be price-fixed since they are not selling in a competitive field. 

Vertical price fixing is permitted but permission is not given for hori¬ 
zontal price-fixing among manufacturers of similar products. Such agree¬ 
ments, while illegal under regulations forbidding restraint of trade, never¬ 
theless appear to have been facilitated by resale price maintenance laws. 

Sponsors of this legislation 

The National Association of Retail Druggists has been most active in 
lobbying for resale price maintenance laws. Strong, summarizing this legis¬ 
lation for the Temporary National Economics Committee, writes: 

The real source of nearly all the recent propaganda and pressure is to be 
found among retailers and their associations, especially in the drug trade. 8 

Important support came from book publishers and liquor dealers. Some 
manufacturers lent support in order to keep the good will of retailers. 
Some believed that it would bring them benefit enough to warrant their 
support. Many were indifferent and some opposed it. Wholesalers in gen¬ 
eral liked the legislation as much as retailers, seeing it as a means of con¬ 
trolling margins and maintaining existing channels of distribution. 

The process of securing this legislation is replete with examples of de¬ 
ceptive facts and arguments as well as coercion being used to gain sup¬ 
port, and the railroading the legislation through without full-dress debate. 4 

Purpose of such legislation 

Attention should be given to both real and avowed purposes of any 
group promoting legislation. These two purposes in some cases are, of 
course, identical. 

Arguments for resale price maintenance have put great stress on evils 
of loss leader pricing, especially to manufacturers of national brands. Re¬ 
tailers in attempting to create an impression of low price may use national 

*Monog. 17., 1941, p. 190. 

4 See for example Fair Trade Act, Senate Committee Print, 76th Congress, 1st Session, 
views of Senator King, member of the Committee on the District of Columbia. 
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brands as price specials. These are well adapted to this purpose, especially 
in the grocery and drug lines. Manufacturers of brands, in their effort to 
secure mass distribution, attempt to place their products in every store. A 
brand with an established reputation for “quality” and stocked widely by 
retailers would, when offered at an unusually low price, tend to be read¬ 
ily recognized as a bargain by prospective purchasers. 

Many manufacturers claim that they have created the demand for their 
brand, and consequendy their right of price control continues until the 
product reaches consumers. Price cutting, it is held, injures good will cre¬ 
ated through expensive advertising. The demoralization of markets is 
pictured somewhat as follows. A brand is sold in some stores at a very 
low price, perhaps even below that paid by retailers featuring it as a 
special. At first total sales of the manufacturer rise sharply. But after a 
time, retailers not cutting the price refuse to stock the good, or fail to 
feature it in any way; they, in fact, may stock a private brand, so that 
price comparisons between stores cannot readily be made. In this way 
sales of a national brand, the price of which is being cut, tend to be con¬ 
fined to “cut-price” stores. There, after a time, it may be discontinued at 
least as a price special; for its drawing power depends, in some measure, 
on its being stocked at higher prices by other stores. 

In yet another way the manufacturer whose brand is cut in price may 
be injured. The retailer using it as a price special may use it merely as a 
bait to lure people to the store. Once there, he may attempt to sell them, 
not the national brand, the price of which is so low that there is little or 
no profit from its sale, but some substitute brand whose price, though 
lower for the customer, may net the retailer a much larger profit. The 
manufacturer of a brand, the price of which is cut, may find himself the 
loser (1) through some stores refusing to handle this brand, and (2) 
through the stores that do cut prices attempting to switch consumers to 
some substitute brand. 

Undoubtedly situations such as described here do occur. Copeland cites 
an instance: 

Prices on a well-known brand of sheets have been cut so frequently and so 
severely over a period of years that numerous department stores seek to sell 
instead the brands of other manufacturers or their own private brands. A stock 
of the price-ridden brand may be kept under the counter for sale to those 
insistent customers who will accept no other, and, through the hostility of 
retail stores which has developed, the manufacturer concerned loses many sales 
to which the reputation of his product entitles him. 5 

But it is also true that some manufacturers have been benefited by so- 
called price cutting in that sales in the long run have been increased. Dur- 

5 M. T. Copeland, “Resale Price Maintenance/’ Ency. of Social Sciences, vol. XIII, p. 327. 
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ing the temporary periods o£ low price, and much price cutting is tempo¬ 
rary, customers may be induced to try a brand, and become introduced 
to a product which they might never have otherwise bought. Repeat pur¬ 
chases may occur even if prices later go higher. 

Claims of harm done by price cutting to the good will of national brands 
appear to have been greatly exaggerated. The F.T.C. found no conclusive 
evidence of any article of real merit being driven off the market by price 
cutting alone. 6 Most significant is the fact that retail druggists were the 
major proponents of the legislation, and manufacturers 7 of many na¬ 
tional brands have been willing to fix prices only after threats and other 
pressure from retailers. 

Proponents of resale price maintenance have talked very glibly about 
the need for “fair trade”—an appeal for fairness is something to which 
American people respond. This appeal has been largely a camouflage, a 
useful disguise for the real reason, that is the desire of retailers to get larger 
margins than were possible with competitive pricing. The importance of 
this purpose became evident once the laws were passed. 

In many cases, especially among retail druggists, cooperative action has 
been used to get a resale price contract, and coercive pressure has been 
brought to bear on manufacturers to increase the mark-up allowed. Some 
unwilling manufacturers have been faced with widespread boycott by re¬ 
tailers en masse who may threaten to discontinue stocking his brand. 8 The 
magazine Advertising and Selling reports, for example: 

Star Chamber proceedings frequently occur in negotiations between State 
fair-trade committees and producers. Boycotts, both potential and actual, are 
the tools employed by the retailers to bring the manufacturers in line. In 

6 Report on Resale Price Maintenance, Part I (1931), p. 162. See also pp. 135-45 of the 
same report. 

7 Even without legalizing resale price maintenance, manufacturers wishing to control the 
price of their branded products have certain means at their disposal. They may establish 
retail oudets or sell on consignment. In many cases these methods are found to be unsatis¬ 
factory because of the high expense involved. Two further policies may be pursued. They may 
suggest standard resale prices and by argument and persuasion of various sorts attempt to 
get wholesalers and retailers to follow them. They also have the nght to refuse to sell to 
anyone for any or even no reason whatsoever. Thus manufacturers need not sell to people who 
continually or even temporarily sell their products at prices unsatisfactory to them. They are, 
however, somewhat limited in methods which may be used in discovering price cutung. 
Such information cannot be solicited from dealers who cut prices nor from competing 
dealers who might serve as spies. Salesmen and agents may be used to investigate. Unsolicited 
reports from dealers are legal sources of information and failure of any retailers to maintain 
specified prices. See Albert Haring, Retail Price Cutting and Its Control by Manufacturers , 1935. 

Manufacturers at times try other methods* for example “specialized selling.” Thus the 
wares of a china or silver manufacturer may be on sale m many stores in a single city but 
each has a separate pattern in stock. Or manufacturers may turn out different brands having 
superficial variations in quality or pack mg, or they may send out the same brand with super¬ 
ficial variations that will interfere with direct price comparisons. 

8 See E. T. Grether, Price Control Under Fair Trade Legislation, 1939, pp. 90-105. 
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California one producer (Pepsodent Co.) received such a powerful boycott on 
his product after he canceled his fair-trade contract that he found it politic 
not only to domicile in the State and issue another contract, but to give to 
the National Association of Retail Druggists a $25,000 check to add to its fair¬ 
trade kitty. . . . 9 

Manufacturers, indifferent or opposed to price-fixing contracts, may vol¬ 
untarily change their attitude if they discover that such contracts afford a 
means of control over the prices of competing products as well as their 
own. 

In spite of the fact that collusive action among wholesalers and manu¬ 
facturers is illegal, signs of reduced price competition between brands has 
been apparent. 

Products affected 

Products affected by resale price maintenance contracts for the most part 
are drugs, cosmetics, liquor, books, and to a lesser extent, radios, house¬ 
hold appliances, and jewelry. Consumer ignorance concerning relative 
quality is much higher in the case of drugs and cosmetics, for example, 
than in the case of food. Consumers appear to be more reluctant to shift 
to substitute brands of drugs and cosmetics if a price rise occurs in the 
brands with which they are acquainted, whereas with food consumers 
readily accept substitute brands. Informative labeling is an important 
means of increasing consumers* ability to recognize substitutes and hence 
reduce the power of the price-fixer controlling a brand. 

Price-fixing contracts for a few grocery brands have been issued in Ohio. 
No report is yet available on their effect. 

Effect on price of price-fixed brands 

Statements in drug trade journals, those attempting to rally support 
both for enactment of legislation and for the development of contracts, 
would lead one to suspect that the trade anticipates that resale price main¬ 
tenance will lead to higher prices. The attempts to secure higher mark¬ 
ups, apparent in formulating manufacturer-retailer contracts, also suggests 
that prices have risen, unless, perchance, manufacturers have become will¬ 
ing to accept lower prices for their products. 

Druggists have pressed for a minimum mark-up of 33 per cent of sell¬ 
ing price in spite of the fact that the census reports of 1929 and 1935 report 
average operating expenses of drug stores to be approximately 27.5 per 
cent of net sales. 10 For many of the efficient drug stores, costs are much 

9 Aug. 26,1937. 

10 This includes imputed compensation for wages to proprietors in owner-operated drug 
stores. 
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less than this, and for some products, very much less. Drug store costs are 
especially high for prescriptions, the price of which is unaffected by price- 
fixing contracts. Their costs are included in the 27.5 per cent margin re¬ 
ported in die census. 

A few systematic, impartial studies have been made. Grether, the out¬ 
standing authority on this type of legislation, states: 

In California cut-rate and chain-store institutions, in metropolitan centers, 
prices of maintained items were raised on the average one-third above the 
prices for the same articles before the law was made effective. 

... In small outlying districts there was no increase (m some places there 
was a slight decrease) because prices had not been cut previously. 

Without doubt those consumers, who wish to buy standard drug products 
with a minimum of professional attention and merchandising services, are 
harmed by resale price maintenance, except in so far as they are able to obtain 
equivalent quality under private brands. 11 

Macy’s department store in New York City, following an investigation 
covering 4*400 items, reports the following price increases: 12 


Commodity 

Cosmetics 

Drugs 

Liquors 

Books 

Miscellaneous 


Percentage 
increase in price 
8.6 
16.0 
11.8 
17.6 
16.0 


The National Association of Retail Druggists have also made inquiries 
about price effects. Some decreases in price following price-fixing con¬ 
tracts are reported. These have been much publicized. Much skepticism 
is, however, expressed, not only because the survey was made by the As¬ 
sociation but because of the methods used. In at least one State, letters 
accompanying requests for information on prices warned retailers that 
other studies, held by the Association to be inconclusive, had shown price 
increases and that there was public feeling against price-fixing. It is im¬ 
possible to know how much such a warning biased the facts provided by 
retailers. In any case, Grether’s studies also showed that some price de¬ 
clines had occurred. King, in protesting against price-fixing legislation 
for the District of Columbia, points out that: 

11 E. T. Grether, “Experience in California with Fair Trade Legislation Restricting Price 
Cutting,” Calii. Law Rev., vol. 24 (1936, Sept.), 676. See also E. H. Gault, Fair Trade, with 
Especial Reference to Cut-Rate Drug Prices tn Michigan, Michigan Business Studies, vol. IX, 
no. 2, p. 32, 1939; R- Wolff, and D. Holthausen, “The Control of Retail Prices under the 
Fair Trade Laws.” Duties Renew, July 1938; C. W. Lewis, “Economic Effects of Price 
Maintenance in Knoxville, Tennessee,” /. vol. IV (1939, Oct.), 139-47. 

12 Q. Forrest Walker, The Consumer and the Fair Trade Laws, address, Dcs Moines, Iowa, 
Nov. 17, 1939. 
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The consumer with limited means is not concerned with price averages. 
If prices at the stores which offer him the best bargains rise materially, it 
does not help him to know that prices in other stores which he cannot afford 
to patronize have either not changed or perhaps declined slightly. 18 

The study by the druggists’ association was made at a time when prices 
in general fell considerably. 

Types of evasion 

For automobiles, refrigerators, and radios, the use of trade-in values 
provides a means of evasion that in many cases has disrupted the sig¬ 
nificance of price contracts. 

Combination offers and use of premiums are common* Consumer co¬ 
operatives may use patronage dividends. In some cases, a cut price is 
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achieved by requiring a down payment with no effort being made to col¬ 
lect the remainder. The advertisement shown above illustrates this method. 
It is surely not desirable to foster such types of deception. 

Some other effects 14 

Private brands have been promoted especially by large-scale retailers 
such as Macy’s department store and Sears, Roebuck. Following the pas¬ 
sage of the Miller-Tydings Act the latter gave considerable space in its 

18 Senator King, op, cit p. 11. 

14 In theoretical analysis see C. F. Phillips, “Some Theoretical Considerations Regarding 
Fair Trade Laws,” /. Marketing, vol. 3 (1939, Jan.); B. H. Silcox, “Recent Contributions 
on Prices and Price Policies,” /. Marketing, vol. 3 (1939, April), 325-66; E. R. Hawkins, 
"Further Theoretical Considerations Regarding Fair Trade Laws,” J. Marketing, vol. 4 
(1939, Oct.). 
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catalogue to explaining that the higher prices in national brands of drugs 
and cosmetics were occasioned by legislation. 

An appraisal of resale price maintenance 

Types of objections raised to this legislation include the following: 

(a) It is commonly classified with “fair trade laws,” when in fact there 
is nothing fair in a system that prevents consumers from sharing in low 
prices that arise from efficiency. 

(b) Price-fixing contracts discourage efficiency, forcing competition into 
other lines and tending to raise cost. With no price difference between 
“service” and “non-service” stores allowed, pressure to expand services 
among manufacturers and wholesalers as well as retailers occurs. When all 
retailers sell at the same price, quantity discounts tend to disappear, and 
manufacturers tend to maintain a uniform delivery service. This in fact 
amounts to a subsidy to the outlying dealers at the expense of those for 
whom little delivery service need be provided. Price control checks the 
concentration of retailing at the most efficient locations. 

(c) An increase in excess capacity is likely to occur. Larger margins 
attract new firms, thus reducing the advantage to established retailers of 
higher margins. 

(d) One restriction on competition leads to another. Already legisla¬ 
tion's being sought to restrict the number of dealers. Senator King states: 

Massachusetts has adopted a scheme of restrictive licensing for druggists; it 
is entirely possible that the right to enter business will be denied to anyone 
even suspected of an intention to offer the consumer low prices. Druggists have 
begun to consider the feasibility of prohibiting other retailers from handling 
standard drug products; this, despite the fact that drug stores themselves have 
invaded almost every conceivable line of business. In this way any major re¬ 
striction of the freedom of competitive enterprise inevitably leads to dentiands 
for further and even more drastic controls. 10 

Legislation is also sought to check the shift to private brands, by pro¬ 
hibiting retailers from operating factories. 

(e) This legislation increases agreements in restraint of trade beyond 
those legalized. It may thus greatly increase monopoly control or multiply 
the cases to be investigated and prosecuted by the Antitrust Division of 
the Department of Justice. This division has plenty of cases to handle 
without those fostered by resale price maintenance legislation. 

Of monopoly Grether says: 

Commonly, it has been held that price maintenance does not present a 
monopoly problem; it does not involve combination in price fixing per sc, 
since each manufacturer establishes his prices independendy. British experience 
in part belies this assumption, for we have seen that the tendency has been 
for manufacturers and dealers to cooperate in determining margin? for dealers, 

15 op. dt., p. 20. 
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which may represent 30 to 50 per cent of the consumers’ price, and in ad¬ 
ministrating the system. Further, it seems reasonable to assume that coop¬ 
eration in these fields makes it easier to cooperate in other aspects of price 
fixing. Throughout our analysis it has been noted that there is a continuous 
pressure upon the system, making toward an increasing amount of coopera¬ 
tion within and between trades. It seems inescapable that the problem of price 
maintenance leads into the larger question of monopolistic trusts and com¬ 
binations. 1 ® 

Agitation for repeal of resale price maintenance laws 

Macy’s department store in New York City has been a leader in agita¬ 
tion for repeal. Large window displays have been used to announce the 
saving possible from using Macy’s private brands rather than those which 
were price fixed. Studies of price change because of the law have been 
made; and brochures have been prepared to enlighten consumers on the 
issue. 

The Temporary National Economic Committee following its investiga¬ 
tion recommends that the Miller-Tydings Act be repealed. 17 Arnold, cru¬ 
sader of the Department of Justice against restraint of trade, has also 
recommended its repeal. 18 Cases of collusion and coercion in securing the 
legislation and in drafting of contracts are being investigated. 

Further Federal action awaits the report of the F.T.C. which in 1939 
started an investigation embracing among other things: 

(1) a study of the prices charged by manufacturers and retail dealers for 
commodities under price contract as compared with such prices for similar 
competing commodities not under price contract, (2) a study of the quality 
received by the consumer in his purchase both of commodities under price 
contract and of similar competing commodities not under price contract, and 
(3) methods employed in obtaining the support of industry and the retail and 
wholesale trades for resale price maintenance and in the practical establish¬ 
ment thereof. 19 

Mandatory price ceiling imposed in 1942 as one means of checking in¬ 
flation may have necessitated postponement of this study. 

Prohibiting Sales below “Cost” 

Extent and types of laws 20 

In 1940, laws prohibiting sale below “cost” existed in 24 States. Whereas 

16 Ewald T. Grether, Resale Prtce Maintenance tn Great Britain, Univ. of Cal., Pub. in 
Econ., vol. II, no. 3, p. 323. 

17 Final Report and Recommendations of the Temporary National Economic Committee, 
Public Resolution No. 113, 1941, p. 33. 

18 Business Week* Feb. 22, 1941. 

19 Release, May 5, 1939. 

20 For details of the laws see W.P.A., State Price Control Legislation, Marketing Laws 
Survey, 1940; also R. Tannebaum, Cost Under the Unfair Pi actives Ad, Studies in Bus. 
Adun., Univ. of Chicago, vol. IX, no. 2, 1939. 
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resale price maintenance laws are permissive these are mandatory. These 
laws are of several types. Some require that minimum price shall equal 
cost of merchandise, others specify that some or all costs of doing business 
shall be included. Some require that minimum price shall equal cost of 
merchandise plus a specified cost and a percentage mark-up; 6 per cent 
being a common mark-up requirement, although for Arizona it is 12 per 
cent. 

Two States prohibit giving away an article and provide that combina¬ 
tions shall include the cost of each item. 

The enforcement of these laws has not yet proceeded very far. A few 
have been declared by the U. S. Supreme Court to be constitutional. 

Purpose of these laws 

These laws are openly directed against loss-leader pricing, but the intent 
of some sponsors of them is clearly to increase retail margins. Low prices 
arising out of efficiency as well as loss-leaders are in some States under at¬ 
tack. 

Grocery retailers and wholesalers have been very active in promoting 
this legislation. These sellers get little or no power to control pricing from 
resale price maintenance laws. 

Effect on prices 

On the surface a law forbidding sales below cost seems relatively harm¬ 
less. It would eliminate loss leaders and that price-cutting used to drive 
out competitors in order to secure higher prices later. The latter practice 
is highly undesirable and is forbidden by the Sherman Antitrust Act. 
(See Chapter XXXI.) Loss leaders are, however, not a serious menace. 
They may deceive a few consumers, but they also provide a real saving 
for the systematic buyers in contrast with other methods used by retail 
stores to attract patronage, e.g., extra services and extensive advertising 
lauding quality. 

Even though they would eliminate loss leaders, laws forbidding sales 
below cost would do litde harm if minimum prices did not exceed the 
cost of the most efficient firms. The minimum price should be under 
rather than over cost in order to encourage increased efficiency, and should 
be subject to revision from time to time. Since costs vary greatly among 
products handled by one store, the minimum mark-up required must not 
be greater than the cost of handling the product having the lowest cost. 

With such a basis stores with costs higher than those of the most effi¬ 
cient firm might, of course, find it necessary to sell at prices below cost 
in order to meet price competition, or, if they wish, might attract patron¬ 
age through services rather than low prices. If there is an attempt to base 
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prices on average costs of even the low-cost store, much less the average 
cost of all stores, these laws in addition to abolishing loss-leader pricing 
will have general price-raising effects, will protect the inefficient, and 
cause the efficient store that was attracting patronage through low prices 
to increase its costs through greater services. 

Laws, merely requiring that prices shall not be below replacement cost, 
do nothing more than eliminate extreme loss-leader pricing. Those requir¬ 
ing a 6 per cent mark-up by retailer put a floor under prices, but will 
probably not raise price level of efficient firms. 

Few if any products are handled by a grocery store, for example, at 
costs less than 6 per cent above replacement cost. However, some of the 
so-called 6 per cent mark-up laws require that certain specified costs be 
included in addition to the 6 per cent. There is considerable danger that 
some of these force the pricing of some products above cost for the most 
efficient firms. 

Administrative procedure of determining “cost” in California 

The California law* provides that cost surveys conducted by the indus¬ 
try, of which the defendant is a member, shall be evidence proving the 
costs of the defendant. “Average” cost of many products for many firms, 
not the individual cost for any one product, is to be considered. 

In speaking of methods of determining cost, Edwards says: 

A greater power of private control appears in the cases in which the results 
of cost surveys conducted by private groups become acceptable cost standards 
under the law. The statutes typically provide no standard of fairness or com¬ 
petence either for the surveys or for the agencies making them, and do not 
specify the idea of cost which the surveys are to use. Thus the effect of the 
statutes in certain States is to give legal color to the price policies of private 
trade groups. 21 

The Food & Grocery Bureau of Southern California can from time to 
time announce a change in minimum mark-up. The evidence for one in¬ 
crease in required mark-up, from 6 to 8 per cent, was 100 postcards re¬ 
turned from retailers, following a questionnaire sent out which intimated 
that costs had increased. This Bureau has advised retailers in their price 
setting to ignore fluctuation in retail pricing of such seasonal products as 
butter and eggs. In 1939 announced: 

This office is advised that many of you are selling oleomargarine at twelve 
cents a pound and while we know that some few sales have been made at a 
cost that will permit this as a retail price, in justice to yourselves and other 

81 C. D. Edwards, ‘‘Appraisal of ‘Fair Trade’ and Unfair Practice* Acts,** /. Marketing, 
vol. 5 (1940. July), 3-15. 
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merchants we arc asking the entire trade to sell no brand of oleomargarine at 
less than twelve and a half cents a pound. 22 

Some difficulties of determining “cost” price 

Many of the laws are very vague about costs and complications arise 
in securing and interpreting cost data. The acts in general are as naive 
in their conception of cost as are many elementary economics texts. 

Cost is based first of all upon invoice or replacement cost whichever is 
lower. A retailer can falsify an invoice by presenting one pertaining to 
goods purchased earlier. Such deception is very difficult to prove. Replace¬ 
ment cost of a retailer is far from simple since list prices issued by whole¬ 
salers are an elaborate fiction, subject to numerous types of discounts. In 
spite of this fact some laws call for replacement cost to be based on list 
prices. 

Once a base cost is determined, it is fairly easy to determine whether 
the rule for a 6 per cent mark-up is being violated. If, however, the law 
forbids retail selling below replacement cost plus general cost of doing 
business, extremely complex cost accounting is encountered. Tannebaum, 
in referring to the N.R.A. codes which prohibit sales below cost writes: 

The cost-accounting problems involved in minimum-price regulation proved 
to be almost insuperable. Trades and industries were found to be too complex 
for the application of uniform accounting rules. Cost accounting had not yet 
developed to a point where its rules were universally recognized and ap¬ 
plicable. The interpretation and application of the various cost provisions was 
an extremely complex task. 28 

An appraisal 

The laws have little or no useful social purpose. They could be used 
to check such price cutting as drives out competitors in order to get 
higher prices later, but this objective can be achieved through the en¬ 
forcement of antitrust legislation. There is no major evidence from sys¬ 
tematic studies that efficient retailers are injured by loss-leader pricing nor 
that consumers are deceived by it any more than by other means used to 
attract their patronage. In any case the “cure” that is proposed is worse 
than the disease. 

The legislation for the most part is poorly conceived. Definitions of cost 
are vague. Provision is seldom, if ever, made for a competent administra¬ 
tive agency to make impartial studies of costs. Too much is left to the 
industry involved. Evidence for the courts to weigh should be prepared 
by economists in no way obligated to the group that might favor high 
prices. 

22 Ibid. 

28 Op. cit., p. io. 
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There is evidence that this legislation is being used by groups to check 
legitimate competition. In Denver, Colorado, during 1941, the Antitrust 
Division of the U. S. Department of Justice got an indictment against a 
large number of wholesale and retail grocers for a price-fixing conspiracy 
carried on under the pretext of complying with the Colorado Unfair Prac¬ 
tices Act. During 1941 also the Massachusetts Food Council—important 
in administering the “unfair” practice act of that State—and its members 
signed an agreement with the Antitrust Division which abolished the Coun¬ 
cil and enjoined all effort to enforce the act privately. Fines were imposed 
on the Connecticut Food Council and its officers and members for col¬ 
lusive action. 

Tannebaum, following his study of the legislation, concludes that the 
difficulty of administering an act which prohibits sales below total cost is 
so great that it probably should not be attempted. He feels that the regu¬ 
lations might be imposed that put a floor under prices and yet avoid the 
charge of price-fixing that interferes with efficiency. In summarizing the 
general situation he states: 

The use of replacement cost alone as the point below which sales cannot 
be made results in the prohibition of predatory loss leaders. However, if a 
higher figure is desired, i. e., if loss-leader selling is to be prohibited, then to 
the replacement cost of the merchandise should be added a mark-up equal to 
or lower than the figure which can be achieved by the most efficient firm in 
the market. This mark-up probably could be determined best through the use 
of scientifically constructed and applied cost surveys. The resulting figure 
would be relatively simple to compute, would achieve the results actually de¬ 
sired by the proponents of the acts, and would not produce price fixing . 24 

Prohibiting Price Discrimination 25 

Laws prohibiting price discrimination are by no means new. Discrim¬ 
inating railway rates have, for example, long been forbidden by law. The 
Robinson-Patman Act of 1936 is, however, the only legislation to be con¬ 
sidered here. It was directed against quantity discounts received by large- 
scale buyers, especially the buying agencies of large chains. The claim was 
that these were able to force larger discounts than they were entitled to. 
The Act is an important recognition of monopoly power 26 among buyers. 

The Act largely grew out of the disclosure of a number of extreme in¬ 
stances in which manufacturers had made what were deemed discrim¬ 
inatory allowances to large buyers. 27 Independent retailers, in general, 

24 op. du, p. 57. 

25 For discussion of State laws on price discrimination see Works Progress Administration, 
State Price Control Legislation, The Marketing Laws Survey, 1940. 

26 Technically described tos monopsony power. 

27 Leverett S. Lyon, Advertising Allowances , 1932, condemns all secret arrangements. 
He expresses the opinion that trade practice conference committees would be well advised 



524 CONSUMERS AND THE MARKET 

pressed for its passage in the belief that much competition encountered 
from large-scale retailing organization was unfair. 28 The rapid expansion 
of chains, they maintained, resulted from the fact that large-volume buy¬ 
ers were able to force manufacturers, in many cases “against their will,” to 
sell them at prices below their “true cost of production.” 29 As a result of 
this situation, it was claimed, the small-scale buyer was being forced to 
pay more than his share of the overhead cost of manufacturers. They 
maintained that, in many cases, chains and other large buyers would have 
to pay a higher price than they had heretofore if all retailers were equally 
powerful in their bargaining. The truth of this contention is open to ques¬ 
tion. Nevertheless independent retailers looked upon the Act as one means 
of checking the growth of chains and restoring to independents “their 
ancient and rightful domain.” 

Objectives of the Robinson-Patman Act 

The Robinson-Patman Act of 1936 amended section (2) of the Clayton 
Act. It had several avowed objectives: e.g., 

(1) To secure uniform treatment of all customers in receipt of mer¬ 
chandising services and allowances. Outlawed were secret prices or spe¬ 
cial favors given to one, which were not available to all. 

(2) To permit price differential between customers of commodities of 
like grade and quality if the price differences do not tend to create a mo¬ 
nopoly or to injure competition. 

(3) To permit price differential of products of like grade and quality 
based on differences in cost of manufacture or sale or delivery due to (a) 
differing methods in which the commodity is sold or delivered to purchas¬ 
ers or (b) differing quantities in which such commodities are sold or de¬ 
livered. 

(4) To.eliminate pseudo-brokerage fees and other concessions that were 
in fact price discounts available only to large-scale buyers. This struck at 
brokerage fees given where no separate agency existed, and advertising 
allowance where no special advertising service was rendered. 

to agree that advertising allowances are incorrecdy used when applied to any part of the 
price offer, and are unethical except when given as payments for specific promotion per¬ 
formances (p. 94). 

88 See pp. 255-7, supra for discussion of importance of special discounts to chains. 

28 There has been much talk of threats and coercion. The F.T.C. in its final report follow¬ 
ing the chain store investigation states “All these cases of threats and coercion, however, 
seem to be reducible to chain-store statements or intimations to the manufacturer that unless 
the concessions sought were granted, the chain would either enter upon manufacturing the 
goods in question for itself, buy them from some other source than the seller with whom it 
was then negotiating, or would discourage the sale of his products.” Final Report of Cham - 
Store Investigation, p. 24. If a manufacturer has come to rely on a chain as its major outlet 
such a statement might be sufficient to cause him to consent to a price below his cost 
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The dedared purpose of the bill was to outlaw price discrimination, but 
not to prevent economic price reductions and normal price variation re¬ 
quired by the exigencies of legitimate competition. Triple damages can 
be claimed by firms where damaging and unjustified price discrimination 
is proved. 

The Act is administered by the Federal Trade Commission. 

The cost requirement 

The complexity of cost data has already been indicated. The direct cost 
of packaging and shipping products are costs which can readily be deter¬ 
mined. Many overhead costs are in a very different class. For example, how 
much of the advertising cost of a national brand should be paid by a re* 
tailer who has sufficient reputation to sell his own brand almost as readily 
as a national brand? What is the cost of placing orders of various sizes? 

Many firms have given discounts which they thought were justified by 
cost differences. But they were based on hunches rather than clear-cut 
cost-accounting data. Only the latter makes satisfactory evidence in court. 

Prior to the passage of the Act, some attention was given to cost by size 
of order. One study of marketing canned goods reports 

The cost of securing the order is 6 per cent greater for 100-case lots than for 
carlots and about 28 per cent greater per unit tor 25-case lots than for 100- 
case lots. The cost of records, per unit of goods, is three times as great for 
100-case orders as for carload orders and over eleven and a half times as great 
for 25-case orders as for carload orders. . . The cost of loading is about 2.4 

times as great per unit for 100-case lots as for carlots and about 2.2 times as 
great for 25-case lots as for 100-case lots. There is reported an increase [in 
die cost of packing] of 25 per cent in 100-casc over carload shipments and of 
about 56 per cent in 25-case over 100-case shipments. 80 

Has the small-scale buyer tended to bear more than his share of over¬ 
head costs? There are many who maintain that the large orders carry the 
small to an extent now unknown. They believe that a further study of 
costs, for orders of various quantities, will provide further evidence of 
“profits” on large orders, and little or no profit or even loss on small orders. 
If this can be shown by accepted cost-accounting methods the Act need 
not prevent even larger discounts than were commonly given before its 
passage. 

The Act is likely to force a more thorough study than ever before of 
price differentials in order to discover the cost of selling different products, 
in various quantities and districts, and with various services. A schedule of 
prices promoting greater efficiency in distribution may evolve. In so far as 

80 L. S. Lyon, Some Trends tn Marketing of Canned Foods, Brookings Institution, Pamphlet 
Series, vol. I, no. 4 (1929). 
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this necessitates a larger corps of accountants than formerly, costs will tend 
to rise. 

The first reaction of many firms was to reduce considerably discounts on 
large orders. This was a natural response since the seller could violate the 
law by giving too much discount, but not by giving too little: the price 
differential must not be greater than the cost difference, it could, however, 
be less. Such a reaction in many cases was probably followed by some in¬ 
crease in discount in large orders, based on tangible evidence. Controversy 
is likely to arise out of cost accounting’s allocation of overhead costs. 

Longman reports: 

In so far as the accounting method can be backed up as the most accurate 
available means of differentiating costs by customers and units of sale, there 
can be little question that the results will be accepted as valid. That this will 
be the case even when the results are such as to indicate tremendous cost varia¬ 
tions between large and small buyers and tend to increase the bargaining 
power of the former, quite in contrast with the intentions of the authors of 
the Act, is indicated by the Bird and Son-Montgomery Ward case, in which 
the costs of selling to the mail-order houses were shown to be only 18.6 per 
cent of sales as compared to 47.1 per cent for other retail customers. 81 

Hamilton, after analysing difficulties inherent in the Act, states: 

The cost-price provisions of the Robinson-Patman Act invite a hazardous 
attempt at police. In its administration it seems destined to raise more ques¬ 
tions than it setdes. If it can shape confused problems into clear-cut questions, 
it may well blaze the way towards bringing marketing within the domain 
of law and order. 32 

Circumstances influencing the effect of the Act 

Even apart from difficulties of measuring cost, vagueness at many points 
of the Act (e. g., “just price differences,” “due allowances,” “proportion¬ 
ately equal terms,”) makes court interpretation very important. George in 
analysing the Act states: 

As matters now stand, it is left to the more deliberate judgment of the courts 
to write equity into the new standards. 38 

It will thus be many years before its implications are clarified. 

The alternatives confronting large-scale buyers if they are denied former 
quantity discounts are important. Buyer-seller relationships may change, 
marketing functions are capable of being shifted if cost conditions change, 
and distributors can become manufacturers. But it will take time for firms 
to explore possibilities: for example, a seller may select his customers so 
that he does not have requests for a wide range of quantities; he will deal 

‘ 81 D. R. Longman, Distribution Cost Analysis , 1941, p. 255. 

82 W. H. Hamilton, “Cost as a Standard of Price,” Law and Contemporary Problems, 
vol 4 (1937, June), 333. 

ZB Law and Contemporary Problems, vol. 4 (1937, June), 409. 
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only with large- or with small-scale buyers. A large-scale buyer may (1) 
contract for the entire output of a factory, so no question of differential 
pricing arises; (2) enter into manufacturing himself; or (3) develop private 
brands with minor quality differences. 

Such policies have led the sponsors of the Robinson-Patman Act to seek 
legislation checking the entrance of retailers into manufacturing. 

Some practices declared illegal 

Practices so far declared illegal include: 

(a) rebates in lieu of brokerage where the buyer does not use the broker 
service used by other buyers; 

(b) advertising allowances to limited groups and without requiring 
proportionate service to be given; 

(c) quantity discounts based on cumulative rather than individual ship¬ 
ments; 

(d) quantity discounts beyond a specified quantity, at times a carload 
lot. 

Greatest controversy appears to have arisen over refusal of the F.T.C. 
and the courts to allow rebates in lieu of brokerage. Zorn, for example, 
claims that the Act does not specifically forbid such rebates. 84 Nevertheless, 
they have been forbidden even though they do not injure or lessen compe¬ 
tition or create monopoly, and even if it can be shown that the buyer saves 
the seller the cost of the broker’s fees. 

Some changes in pricing practices and marketing structure 

The effect of the Robinson-Patman Act on pricing practices and market 
structure appears to have been studied to only a limited extent. Reactions 
are highly diversified, as is the market system, and some of the adjust¬ 
ments up to date are doubtless experimental. Presumably firms charged 
with illegal practices cease to use them, or find ways of concealing them. 

Hoffman, in discussing the prohibition against a buyer’s receiving re¬ 
bates in lieu of brokerage, states: 

What this ruling actually does is to fortify, at least temporarily, the position 
of the specialized middleman in food distribution. If the mass distributor is not 
entitled to receive the brokerage fees on his direct purchases (or a discount 
in price equal to such brokerage), then obviously he has no incentive to go 
around the regular channels and deal direedy with farmers and processors. 
If there were no other alternative, then the effect of the Robinson-Patman Act 
indeed would be to reinsert the specialized middleman into the system of mass 
distribution, a position from which the economics of the situation would tend 
to eliminate him. 85 

84 B. A. Zorn and G. J. Feldman, Business Under the New Brice Laws, 1937, p. 210. 

85 Temporary National Economic Committee, Monog . 35 , P. 15*- 
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Hoffman also secs evidence o£ a trend toward a situation in which 
"processors and sellers of food products will divide themselves sharply 
into two groups—those who sell all their output to the mass distributors, 
and those who sell to none of them.” He states: 

Obviously such a situation would have many disadvantages even for the 
handlers in the regular food channels whom the Act was intended to assist. 
The line of demarcation between the two systems of distribution would be 
further accentuated, sellers would be limited in their outlets and buyers ham¬ 
pered in their sources of supply. And still more contractual rigidity would be 
injected into a situation which already had too much of it. 86 

An appraisal 

Neither the elimination of secret pricing and subterfuges of various 
kinds, nor the elimination of distinctions between customers for identical 
services, holds any threat to the consumer interest. In fact, policing on 
these two matters should bring benefits. On the surface, the requirement 
that price differentials be based on cost differences also appears to be in 
the same class. It is, however, based on an unreal assumption. Costs of 
marketing services are joint; no means has yet been discovered of relating 
them precisely to degrees of service. In order to avoid entanglement with 
the law, sellers may fail to grant price differences which they feel are sound, 
merely because evidence is uncertain and open to controversy. As a con¬ 
sequence, the Act is likely to introduce rigidities and interfere with ex¬ 
perimentation in the market structure. 

Any failure to grant a price differential less than that justified because 
of difference in cost of service interferes with efficiency. There are some 
who feel that interference of this type is already apparent because of pro¬ 
hibition against rebates in lieu of brokerage. 

Grether, in referring to discounts in general, states: 

At the time of writing, it appears from complaints and decisions of the Fed¬ 
eral Trade Commission and the small number of court cases that the Robinson- 
Patman Act will be interpreted liberally and hence will not interfere with 
sound price variations between buyers. 87 

Administrative defects may arise because of insufficient awareness on 
the part of the administration of how an efficient market system operates. 
Lack of adequate personnel may lead to stereotyped rules for administer¬ 
ing the Act and insufficient investigation into the relation of any pricing 
practice under investigation to the functioning of the market. 

Some things attempted by this Act appear highly desirable, others are 
highly dubious. In any case it is improbable that it will accomplish what 

88 1 bid. 

87 E. T. Grether, Price Control Under Fair Trade Legislation, 1939, p. 289. 
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its sponsors hoped for. It is in fact an effort to protect inefficient methods, 
to retain status quo, to escape the discipline of competition which forces 
change. 


‘Tair” and “Unfair” Price Legislation 

These types of legislation have been held to be essential to preserve 
competition. In actual fact, they have been used to maintain status quo in 
distribution and to check the introduction of more efficient methods. In 
large part, they violate the inner logic of competition which presumes to 
distribute rewards on the basis of comparative efficiency in production and 
distribution. 

Resale price maintenance contracts need not interfere with competition 
if minimum resale prices are set on the basis of the most efficient means of 
getting them to consumers. This would, it is true, check loss-leader pricing, 
but would at the same time allow for differential prices among stores ac¬ 
cording to efficiency and services offered. Because of the vagueness of the 
cost data, the courts should be instructed, where conclusive evidence can¬ 
not be presented, to favor the lower cost estimate. Price discrimination acts 
should concentrate on abolishing secret pricing and differences between 
customers for identical services and let competition regulate price dif¬ 
ferences by quantity. 

If price regulation within States is to be based on cost, an official bureau 
with a competent staff should assist in administering the law. 

Further efforts to freeze distribution into its existing pattern or to force 
it into a former pattern should be resisted. 

With laws as they now stand, increased investigation by the Antitrust 
Division is essential in order to prevent private groups from exercising 
powers which legislators did not choose to grant them. 

Concerning “price discrimination and price fixing laws” in general the 
Temporary National Economic Committee at the close of its lengthy study 
recommended: 

The free competitive system which has been so largely responsible for the 
high production and wide distribution of goods is seriously threatened in many 
State and local markets by the passage and enforcement of laws which, while 
seeking to curb monopoly and encourage local independent businesses, fre¬ 
quently use price fixing as the means to that end, resulting in uneconomic and 
unsound practices which undermine the effectiveness of competitive prices in 
providing the advantages of mass production to the largest number of con¬ 
sumers. 38 

88 Investigation of Concentration of Economic Power, Ftnal Report and Recommendations 
of the Temporary National Economic Committee . 77th Congress, 1st Session, Senate Docu¬ 
ment No. 35, 1941, p. 24. This recommendation was approved without objection. 



CHAPTER XXXI 

PROHIBITING RESTRAINTS ON COMPETITION 

Efforts to preserve competition have given rise to two contrasting types 
o£ legislation: That to check too low prices being charged to consumers 
or to large-scale buyers has been considered in the preceding chapter. It 
has been noted that preservation of competition has, however, been only 
a min or purpose. The other type of legislation to preserve competition is 
directed against restraints on competition. This serves to check too high 
prices being charged consumers, and too low prices being paid to small- 
scale producers. It prohibits certain practices without specifying what 
should be done. 

Federal Legislation Prohibiting Restraints 1 
Sherman Act of 1890 

The Sherman Act of 1890 is still the keystone of Federal efforts to limit 
restraints on trade. At the time of its enactment feeling ran high through¬ 
out the country against monopolies and combines of all sorts. These had 
brought a high degree of price control, with enormous profits to a limited 
group. In addition they were rapidly transforming business organization. 
The act states: 

Every contract, combination in the form of trust or otherwise, or conspiracy 
in restraint of trade or commerce among the several States or with foreign 
nations is hereby declared illegal. . . . 

Every person who shall monopolize, or attempt to monopolize, or combine 
or conspire with any person or persons, to monopolize any part of the trade or 
commerce among the several States, or with foreign countries shall be deemed 
guilty of misdemeanor. 

Court interpretation of the Act has been very important. In spite of the 
fact that its sponsors feared giant firms and desired to check their growth, 
the Court declared that mere size was no offense. Furthermore the ex¬ 
istence in one firm, of a large proportion of the total output of a product, 
which had no substitutes closely competing in price, was not declared to 
be illegal. 

1 For details on State legislation of this type see Works Progress Administration, State 
Antitrust Laws, The Marketing Laws Survey, 1940. 
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Under the “rule of reason” the Court refused to dissolve large cor¬ 
porations that had achieved a dominant position on the grounds that they 
were efficient and their dissolution into smaller units would cause financial 
and economic disturbance. 

On the other hand agreements by associations on prices and production 
were declared illegal however “reasonable” were the prices or production 
quotas. As a result in many industries the formation of large business units 
was stimulated. Instead of binding competitors by agreements, large com¬ 
panies bought them out. Thus, even without agreements in restraint of 
trade, price competition in many industries tended to decline. The power 
denied to competitors acting in agreement was in large measure conferred 
on the large corporations. 

The Court also held that competitors may, if they see fit, follow the 
prices set by another manufacturer. Such proceeding was not held to show 
“sinister domination.” Even a price stable for many years was not held to 
be evidence of agreement in restraint of trade. 

At all times the Court has given attention to methods of achieving a 
dominant position. If unfair methods were reported the firm was held to> 
have violated the law. Any interference with the freedom of others to 
enter a market or agreements to restrict competition among existing firms 
have been looked upon as illegal. 

Joint action in general has not been banned. The Court has attempted 
to distinguish between joint action which is illegal and that which is legal. 
In the latter category are efforts to eliminate deceit and fraud and to pro¬ 
mote greater knowledge of market opportunities and better technical meth¬ 
ods. Action of this sort has already been discussed. 

Clayton Act of 1914 

A growing belief that the Sherman Antitrust Act was ineffective in 
accomplishing its intended purpose led to the passing of the Federal Trade 
Commission and the Clayton Antitrust Acts. These were intended to 
control certain practices that had escaped the Sherman Act. Once again 
monopolies were outlawed. The Clayton Act specifically declared inter¬ 
locking directorates and intercorporate stockholdings to be illegal. How¬ 
ever, complaints filed under this Act were dismissed unless it could be 
shown that conditions led to monopoly, and hence were illegal under the 
Sherman Act. 2 

The Clayton Act declares two unfair trade practices in particular to be 
illegal: price discrimination and tying contracts or exclusive leases if the 

2 W. J. Donovan says of the Clayton Act: “The attempt at specific definition has resulted 
in a confusion of cases more bewildering than those which arise under the Sherman Act.*’ 
See “Should the Anti-Trust Laws Be Modified?” Har. Bus . Rev,, vol. X (1932, Jan.), 129-36. 



CONSUMERS AND THE MARKET 


S3 2 

effect is substantially to lessen competition or to tend toward monopoly. 
A proof of illegality here too rested on “the effect.” Again, the law was 
subject to court discretion and the “rule of reason.” 

Federal Trade Commission Act of 1914 

The Federal Trade Commission Act empowered the F.T.C. to check 
unfair competition. Many of the activities bearing on unfair competition 
have already been considered. Here we are concerned with its relation to 
restraint of trade. It was felt that monopoly power in many cases is 
achieved through unfair competition, and that if this were checked large 
monopolistic organization would not occur. 

The F.T.C. was thus established for the purpose of extending the law 
against monopoly and restraint of trade, and checking practices which 
under the Sherman Act, were not brought into court, or if they were, were 
held to be legal. But the law was written without defining unfair practices. 
Congress tried to be specific but failed, so passed the task of definition on 
to the Commission. Its judgments were, however, subject to review by the 
courts. In the first case brought before the U. S. Supreme Court in 1919 
the majority opinion stated: 

The words “unfair methods of competition” are not defined by the statute 
and their exact meaning is in dispute. It is for the courts, not the Commission, 
ultimately to determine as a matter of law what they include. They are 
clearly inapplicable to practices never heretofore regarded as opposed to good 
morals because characterized by deception, bad faith, fraud or oppression, or 
as against public policy because of their dangerous tendency unduly to hinder 
competition or create monopoly. 8 

The Supreme Court in its decision made it plain that the Commission 
would not be permitted to step outside the existing law. Common law 
had a body of precedents known as unfair competition. These were largely 
limited to simulation and palming off of a substitute. A practice was thus 
to be unfair if it were illegal under the common law or the Sherman 
Act. 4 

8 F.T.C. v. Great et cd., 253 U. S. 421. The minority opinion dissented on the ground that 
Congress intended an extension of the Sherman Act, therefore the Commission should not be 
restricted to previously established unfair practices. 

4 T. C. Blaisdell, Jr., The Federal Trade Commission, pp. 22-23, lists the sixteen different 
groups of specific acts classed by the courts as unlawful, unfair, or illegitimate competition: 

1. Inducing breach of competitors' contracts. 

2. Enticing employees from the service of competitors. 

3. Betrayal of trade secrets. 

4. Betrayal of confidential information. 

5. Appropriation of values created by a competitor’s expenditures. 

6 . Defamation of competitors and disparagement of competitors’ goods. 

7. Misrepresentation by means other than words. 

8. Misuse of testimonials. 
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The Trade Practice Conferences sponsored by the F.T.C. have con¬ 
tinued to discuss and to lay down rules concerning fair and unfair com¬ 
petition. From this source new conceptions may in time affect court de¬ 
cisions. 

The accomplishment of the F.T.C. in checking price competition at 
least up to the middle of the 1930s has not been rated very high. Blaisdeli 
after a careful study writes: 

This review of the relations of the Federal Trade Commission to the cor¬ 
porations which hold dominant positions in their respective industries indi¬ 
cates that the tools for restoring competitive conditions have had only slight 
effectiveness. The Commission has had the power to issue cease and desist 
orders in cases of violation of both the Federal Trade- Commission Act and 
certain sections of the Clayton Act. It has had authority to make investiga¬ 
tions in connection with complaints against unfair practices, in connection 
with the functioning of consent decrees, and in connection with the general 
studies of industries and economic practices. But the use of these powers has 
not produced the anticipated results. 

The Commission’s experience in endeavoring to enforce the provisions of 
the Clayton Act in oil, aluminum, steel, and meat packing industries has in¬ 
dicated that the provisions can be easily circumvented. Cease and desist orders 
under this Act have resulted only in changing the legal form under which 
the economic acts took place. Likewise cease and desist orders under the Fed¬ 
eral Trade Commission have had little effect in weakening the position of the 
dominant companies and strengthening the position of the smaller companies. 6 

He goes on to say: 

The Federal Trade Commission has been little more than a body for the 
regulation of the trade practices of “small business.” This is contrary to the ex¬ 
pectation and plan of its founders, who conceived a body to protect both small 
business and the consumer and to prevent the growth of monopolistic powers 
of “big business.” 6 

Wheeler-Lea Act of 1938 . 

The Wheeler-Lea Act declared all deceptive practices in interstate com¬ 
merce to be illegal, quite apart from whether they were injurious to com¬ 
petitors or whether the public, in contrast with the private interest of a 

9. Intimidation of competitor’s customers by threats of infringement suits. 

10. Combinations to cut off competitor’s supplies or to destroy his market. 

11. Intimidation, obstruction, and molestation of a competitor and his customers. 

12. Exclusive dealing. 

13. Bribery of employees. 

14. Competing with the purchaser after the sale of business and good will. 

15. Passing off the goods of one manufacturer and dealer as those of another. 

16. Conspiracies to injure competitors. 

See also current reports of Federal Trade Commission. 

B Ibid., pp. *54-55. 

p. 259. See also A. R. Burns, The Decline of Competition, 1935. 
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few individuals, was involved. This change reduces the difficulty of prose¬ 
cution, since evidence of restraint only will be needed. 

A Temporary Reversal of Policy 

The NILA, codes, 1933 to 1935, brought a temporary abandonment of 
antitrust legislation. The National Industrial Recovery Act of 1933 ex¬ 
pressly exempted from provisions of the antitrust laws any code or agree¬ 
ment effected under it, or any action taken in accordance with the terms 
of the codes or agreements. This exemption was, however, qualified by 
two conditions; (a) NJRA. codes shall not permit monopolies or mono¬ 
polistic practices; (b) The NLRA. shall not be construed to impair the 
powers of the Federal Trade Commission. No attempt was made in the 
Act to set forth clearly what was meant by these qualifications, seemingly 
in contradiction with its main intent. Certainly many of the requirements 
incorporated in the codes were directly contrary to the antitrust laws as 
they had previously been interpreted and, in many cases, did greatly re¬ 
duce competition. 

The codes were declared unconstitutional. Their demise was followed 
by legislation permitting many of the price rules that had been incor¬ 
porated in industry codes: e. g., the “fair” and “unfair” trade laws already 
discussed. These in addition to legalizing practices formerly declared to 
be illegal under the Sherman Antitrust Act have fostered restraints out¬ 
side the scope of the law. 

AAA. marketing agreements have legalized certain restraints on trade 
and appear to have fostered others that are illegal. 


Increased Activity in Enforcing Antitrust Legislation 

In 1938 the Temporary National Economic Committee, to whose re¬ 
ports reference has frequently been made, began its investigation of “the 
concentration of economic power in, and financial control over, produc¬ 
tion and distribution of goods and services.” The findings of this com¬ 
mittee have provided abundant evidence of widespread restraints on 
competition including price and output control. In 1938, also, Arnold was 
appointed to head the Antitrust Division of the U. S. Department of 
Justice with an increased personnel—-the Division’s professional staff num¬ 
bered 26 in 1933 and 200 in 1940. This expansion of activity was begun 
in the midst of widespread violation of antitrust laws and a sense of 
their futility. Arnold, however, holds that both are the result of failure 
even to attempt their enforcement. Vigorous effort is being put forth to 
reduce the occurrence of practices already declared by the courts to be 
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illegal, and to extend the interpretations of the antitrust acts. For example, 
increase in size through mergers, it is considered by some, should be put 
in a different class from growth in size in the face of competition from 
already existing plants. 

The exact meaning of any legislation such as the Sherman Act must 
be developed case by case. The interpretation depends in large part upon 
the insight of the prosecuting agency which must perceive the economic 
facts that are important and dig out the necessary evidence. Arnold be¬ 
lieves that a shift in emphasis is needed: “One outstanding source of con¬ 
fusion has been the fact that we have considered the intent as more im¬ 
portant than the results.” 7 

A major change in procedure technique has occurred. In place of deal¬ 
ing with isolated violations, all illegal practices affecting a given product 
in one market are simultaneously tackled. This procedure has several ad¬ 
vantages. The entire problem must be dealt with to get significant results 
—a consideration necessary to ensure public support. Many business men 
who would like to be honest, and who have resorted to restraints of trade 
merely to survive in the midst of restraints imposed by others, can be 
counted on to cooperate with the Antitrust Division if they see the pos¬ 
sibility of a competitive situation being restored and policed. Edwards 
reports “individuals and groups who knew that they were themselves in 
danger of prosecution have repeatedly offered cooperation and urged the 
Department to proceed, because they believed that their personal risks 
were worth taking if the broad industrial result could be achieved.” 8 

In addition, increasing attention has been given to the signing of con¬ 
sent decrees wherein a firm or association signs an agreement to cease 
specified practices in restraint of trade. 

The 1940 report of the Antitrust Division gives some indication of the 
increased activity: 9 


Items 

1939 

1940 

Appropriations 

$780,060 

$1,325,000 

Sherman Act cases terminated 

9 

33 

Cases instituted 

13 

92 

Major investigations 

90 

215 


This report states: “we have scarcely touched the task that needs to 
be done.” 10 

Reports on cases are very illuminating. Edwards states: 

7 “Antitrust Law Enforcement, Past and Future,*’ Law and Contemporary Problems, vol. 7 
(1940, Winter), 10. 

8 Proceedings of American Economics Association, Mar. 1940, p. 168. 

9 Annual Report of the Attorney General of the U.S., 1940, p. 5a. 

Ibid., p. 53. 
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A low-cost housing project [in Pittsburgh] was built in two substantially 
identical sections, one before our investigations began and the other after our 
grand jury had been sitting three months. As a direct result of our efforts the 
cost in the second project will be $148 per room lower than in the first. The 
families occupying the second project will be housed for seventeen per cent 
less than the families occupying the first project. 11 . . . 

In Chicago we found that milk producers, milk distributors, the milk wagon 
drivers’ union, and even officials of the municipal board of health, had or¬ 
ganized a conspiracy to fix the purchase and resale prices of milk, to exclude 
independent distributors from the market, and to hinder sale of milk by stores 
in competition with the more expensive door-to-door delivery. We brought an 
indiament. Thereupon, the price of milk in Chicago stores, which had been 
from ten to twelve cents a quart, fell to eight or nine cents, and the price de¬ 
livered in bottles was forced down to eleven cents. When a demurrer to our 
indictment was sustained, the price began to climb, store milk recovering to 
eleven cents, and delivered milk to thirteen. When, on appeal, the Supreme 
Court upheld the indictment, the price in stores fell again to eight and a half 
cents though the price delivered in bottles did not fall. Since more than half 
the milk in Chicago is now bought from stores, the annual saving to store 
customers is at least three or four million dollars. 12 

In 1940 the Antitrust Division announced it was about to commence a 
general investigation of food industries. In 1941 Edwards reports: 

More than thirty indictments have been returned involving a total of 1,765 
defendants. Prosecutions thus far instituted deal with bread, meat, milk both 
fresh and canned, cheese, butter and eggs, canned fruits and vegetables, dried 
fruits, fish, beer, cranberries, wholesale grocers, wholesale tobacco and candy 
distributors, and retail grocers. Investigation of these areas is continuing. Other 
investigations, some of which are near completion, cover further aspects of the 
food industries—particularly fresh fruits and vegetables, and chain store activi¬ 
ties. 18 

The indictments cover all stages of food industries, including growers, 
cooperatives, terminal market facilities, fresh fruit and vegetable auctions, 
manufacturers, wholesalers and retailers, among whom are corporate 
chains. 


Toward Better Enforcement 

Expanded personnel is still important. Regional offices would greatly 
facilitate the necessary policing and prevent restraints in trade becoming 
entrenched. Enforcement of antitrust laws, like traffic regulation, needs 
constant attention. 

11 C. D. Edwards, Consumers and Monopoly Problems, address before the National Con¬ 
ference on Consumer Education, 1940, p. 7. 

12 Ibid., p. 8. Due to inability under existing antitrust legislation to restrict labor monop¬ 
olies, prices have in large measure returned to former levels. 

18 C. D. Edwards, Food Processors and the Anti-trust Laws, speech before the Associated 
Grocery Manufacturers of America, Nov. 7, 1941. 
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Active enforcement has compelled recognition that many existing laws 
are contrary to the antitrust ideal of competition. Some of these were dis¬ 
cussed in the previous chapters. In a similar category are some laws per¬ 
taining to labor, agriculture, and patents. ‘‘All these privileges of com¬ 
bination are the result of legislation designed to accomplish in particular 
instances the same general objects at which the antitrust laws are aimed 
—the raising to a fair competitive level of a group which, left to itself, 
is unable because of peculiar economic conditions to compete effectively 
with other groups. None of them is designed actually to restrain trade. 
. . . The problem presented by such legislation is to prevent these privi¬ 
leges from being used for purposes for which they are not intended.” 14 
Thus some revision of legislation permitting the checking of competition 
is needed. 

Better means are needed of recognizing undesirable restraints in trade 
and other means used to lessen that competition essential to efficiency. 
There are very subtle differences between competitive pricing and prices 
with a high degree of monopoly. Of interest is certain good-will advertis¬ 
ing, issuing from some trade associations. Its purpose appears to be to re¬ 
duce or to stave off possible criticism that there is monopolistic practice. 
In various ways, it is pointed out that competition leads to uniform price. 
The impression to be left in the minds of readers is that competition, 
rather than agreement among competitors, accounts for existing price uni¬ 
formity of the product sold by various plants. 

The long period of virtually no enforcement of antitrust laws has re¬ 
sulted in the entrenchment of certain practices in the entire economic 
life of the nation, in the location of cities, transportation services, and many 
other things. Tn prohibiting certain practices it may be necessary to call 
for gradual rather than immediate abandonment in order to minimize 
disorganization in the process of adjustment. 

A need has been expressed by some business men for means of de¬ 
termining in advance what groups may do without fear of prosecution. 
Little has so far been done in this direction. 15 Furthermore some people 
feel that nothing should be done apart from the consent decrees which 
stake out the type of practice that the Antitrust Division will accept in 
place of the practices against which it is proceeding. When a consent 
decree is signed a case is dropped. It is important to note that as adequate 
enforcement reveals more and more clearly what is legal, that which is ille¬ 
gal will be more and more clearly indicated. Prohibitions as to what may 
not be done interfere in no way with the ingenuity of entrepreneurs in de¬ 
veloping new business methods to promote efficiency. 

14 The Annual Report of the Attorney General of the United States , 1939, pp. 42-43. 

18 For discussion see for example W. H. Hamilton, The Pattern of CompetiUon t 1940, 
especially ch. 4. 
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Supervision of the contracts being drawn up with firms, whereby the 
Federal Government agrees to build war plants which private business op¬ 
erates, has an important bearing on restraints on competition in the years 
to come. Efforts in many cases are made to have clauses written into the 
contracts giving firms the right to restrict the use of plants, even to the 
extent of leaving them completely idle, when the war is over. Most plants 
can easily be used for the production of civilian goods. 

In any enforcement program publicity is very important. It serves to 
check abuses on the part of those who have not been indicted. It is neces¬ 
sary to gain the public support to ensure continuing enforcement. Some 
people see in the cases a sequence of events that might be dramatized in 
such a way as to renew a deeply rooted faith that exists in competition 
and to strengthen a long and widely held distrust of monopoly. 

Recommendations of T.N.E.C. 

The T.N.E.C. avows its faith in free enterprise. Several recommenda¬ 
tions are made. 

Basing-point system: 

Findings of the committee showed the basing-point to be a widespread 
method of pricing. The committee states: 

The elimination of such systems under existing law would involve a costly 
process of prosecuting separately and individually many industries, and place 
a heavy burden upon antitrust enforcement appropriations. 

We therefore recommend that the Congress enact legislation declaring such 
pricing systems to be illegal. 

Because such systems have resulted in uneconomic and often wasteful loca¬ 
tion of plant equipment, it is recognized by this committee that the abolition 
of basing-point systems should provide for a brief period of time for industries 
to divest themselves of this monopolistic practice. 

The committee is not impressed with the argument that a legislative out¬ 
lawing of basing-point systems will cause disturbances in the rearrangement of 
business through a restoration of competitive conditions in industries now 
employing basing-point systems. Such disturbances may be costly to those who 
have been practicing monopoly. But the long-run gain to the public interest 
by a restoration of competition in many important industries is clearly more 
advantageous. 16 

Enforcement of the antitrust laws: 

Concerning enforcement of these the Committee states: 

18 Final Report and Recommendations of the Temporary National Economic Committee, 
1941, p. 33. 

For critical discussion of this conclusion for the iron and steel industry see C. R. Daugherty, 
M. G. de Chazeau, and S. S. Stratton, The Economics of the Iron and Steel Industry, 1937. 
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The Department of Justice and the Federal Trade Commission are the 
agencies clothed with the responsibility for enforcing the statutes which Con¬ 
gress has so wisely enacted to curb monopoly and to free enterprise from the 
restraints of price fixing, collusive agreements, and other restraints of trade. 
Confronted with the present-day American economy, they are admittedly un¬ 
dermanned and meagerly budgeted. No law, and particularly no law of the 
type here discussed, can be stronger than the zeal and resources of the agencies 
of enforcement into whose care it is entrusted. We strongly urge the absolute 
necessity of providing funds for these agencies adequate to the task which 
confronts them. 

Legislative changes in antitrust laws: 

Several changes in patent laws are recommended since findings showed 
that these have been “used as a device to control whole industries, to sup¬ 
press inventions, and to discourage inventiveness.” 

Trade associations frequendy attempt to restrain trade. The Committee 
consequendy recommends that 

All trade associations whose participating members are engaged in interstate 
commerce be required to register with an appropriate Federal agency and to 
file periodical reports of their activities. All such associations should also be 
required to give adequate publicity to all of their activities. The effect of such 
a requirement should be to facilitate the enforcement problems of the Depart¬ 
ment of Justice and of the Federal Trade Commission and should tend to make 
business covenants open covenants openly arrived at. 

This committee also believes that the time has come to make a clear legis¬ 
lative proscription of certain types of activity on the part of trade associations. 
Specific activities of trade associations which are calculated to or tend to achieve 
results not in harmony with the fundamental tenets of the antitrust laws should 
be unqualifiedly prohibited. 

Competition declines when consolidation occurs. The Committee rec¬ 
omends that further steps be taken “to halt the merger process in its 
inception, rather than continue to attempt to do so through casc-by-casc 
litigation after the event.” 

The Committee also feels it desirable greatly to increase the maximum 
fines and seek civil rather than criminal remedies in case of violation of 
the law. 



CHAPTER XXXII 
STATE ADMINISTERED PRICES 


The American tradition requires that most prices be set by bargaining 
between buyers and sellers with the State providing the rules and in some 
measure acting as a referee. Departures from this tradition have occurred. 
For many years State-administered prices have occurred in railways and 
public utilities. In these cases the economies of large-scale production ap¬ 
peared to rule out the possibility of having a sufficient number of sellers 
for competitive prices to prevail. The State is then called m, presumably 
to prevent unduly high prices. Recently State control has been extended 
to some highly competitive industries composed of many small-scale pro¬ 
ducers. The purpose of such control has been to raise prices m order 
to increase the mcomes of producers rather than to keep prices from being 
too high. 


Agricultural Adjustment Administration 

Low prices of agricultural products, especially during the early 1930’s, 
were largely responsible for the establishment of the A.AA. Relatively 
low prices, it was held, were having disastrous social consequences, bring¬ 
ing widespread rural poverty and disorganization of agriculture in gen¬ 
eral. Efforts to raise prices have been of two general types. The first in¬ 
volved a reduction in the supplies moving into the market, and was ac¬ 
complished by such means as destruction of products, such as occurred 
in the early stages of the program, reduction of crop acreage, storage un¬ 
der the Ever-Normal Granary Plan, and withholding of products from 
the market through marketing agreements, some of which provided for 
allocation of quotas among the various parties to the agreement. 

The second method of raising prices involved the use of subsidies to 
increase the funds available for the purchase of specified products, e. g., 
through the school-lunch program, the food and cotton stamp plan, and 
direct purchase and distribution to relief families. Programs of surplus 
disposal have been administered by the Surplus Marketing Administration. 

A gesture toward protecting consumers’ interest has been made by pro¬ 
viding a consumers’ counsel. In spite of integrity, intelligence, enterprise, 
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and earnestness of purpose, the protests and recommendations of this coun¬ 
sel appear to have affected many policies but little. 

Methods used to reduce supply have varied from time to time. The 
policy of the Administration since its inception in 1933 has been largely 
experimental. It was necessary to discover what kinds of control were con¬ 
stitutional, what was possible in view of the character of agriculture, 
and which methods were feasible because of the nature of consumer de¬ 
mand. 

During 1941, with rapid expansion of urban employment and increased 
shipment of food abroad, expansion rather than contraction of agricultural 
production has come to be considered by the Administration. In order to 
encourage early expansion of some products, farmers were guaranteed 
minimum prices for eggs, butter, and hogs. This shift from a restrictive 
policy to one designed to get full use of resources was far from complete 
during 1942. 

The ramifications of the various policies are beyond the scope of this 
book. Attention will be limited to major criticisms of the program from a 
broad social point of view. 

Experience in the use of guaranteed minimum prices is still too short 
for the possibilities or the problems involved to be clearly shown. The 
Federal Government has at its disposal extensive information, concerning 
supply conditions and those bearing on future demand. Production takes 
time. If expansion of production is planned only when higher prices actu¬ 
ally occur, it will lag behind increased demand. The Government can an¬ 
nounce that demand in the future will be greater and advise the early 
expansion of production. But farmers may want more tangible evidence 
or greater assurance that there will be a market for their products. Price 
floors may be more effective in getting the desired expansion than an¬ 
nouncement that demand will be higher six months or perhaps a year from 
now. By a price floor the State assumes some of the risk of a change in 
demand. The desirability of using guaranteed minimum prices depends 
also on their use when it seems desirable to contract production. It might 
be necessary to lower the minimum guaranteed price in order to discourage 
further accumulation of reserves. Resistance to this is likely to occur, and 
an effort may be made to maintain high guaranteed prices and to expand 
surplus disposal programs. Subsidies to prevent a fall in price have some 
merit in an emergency while resources are being shifted to some other use. 
They should however not be used to prevent the shift, unless in the care¬ 
fully considered judgment of experts consumer interests, apart from de¬ 
mand being expressed in the market, require that production should not 
be contracted. Subsidy as a long-run part of directing production should 
be appraised in terms of consumption needs. 
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In this as in other eases of State-administered prices, political pressures 
from sellers to be benefited may become a major obstacle to sound social 
policy, even to the extent of suppressing the findings of Federal research 
bureaus. 

The AAA. programs to restrict the supply of agricultural products have 
been open to several criticisms: 

(a) Solutions have been sought in increased scarcity rather than greater 
abundance, insufficient attention being given to the adjustments which 
would permit full use of resources. Too little attention was for example 
given to migration of farm population to urban communities. Present ex¬ 
pansion of urban employment is now bringing the needed migration. 

(b) The major part of the payments made from the Federal treasury, 
for withholding acres from specified uses, went to formers with relatively 
high incomes so that state funds made little contribution to the reduction 
of rural poverty. 

(c) Socially acceptable objectives such as “saving our soil” and “storing 
from years of plenty to provide for years of scarcity” were used as screens 
for other purposes. The Soil Conservation and Domestic Allotment Act 
contributed litde to soil conservation and the “Ever-Normal Granary” has 
been used as a device to get higher benefit payments rather than confining 
it to evening out supplies for consumption purposes. 

(d) Marketing agreements have bestowed on small groups, for the 
most part composed of marketing agents, important restrictive powers with 
litde or no check being exercised by any agency representing the con¬ 
sumer or the public interest Agricultural Marketing Agreements are ex¬ 
empt from the antitrust laws. Both the short-run and long-run effect of 
these are very much in need of being investigated. Their objective of 
orderly marketing, of preventing gluts in some markets with shortages 
occurring in others, of developing a sound storage program to spread the 
product out over time, are socially desirable objectives. At the same time 
controls exist which permit and have resulted in the restriction of volume 
of production or the volume of products available that would move into 
certain uses. In some cases much of the increase in income from the restric¬ 
tion has gone to marketing agents or processing firms or to landlords, 
with little of it trickling back to formers. 

(e) The price and income standards used in planning reductions of sup¬ 
ply and benefit payments to those who cooperated have been in a large 
part fallacious. These standards have been “parity price” and “parity in¬ 
come” with 1909-14 as the base period. 

Parity income was initially defined by Congress as the purchasing power 
of the net income per person on farms equal to that of persons not on 
farms, during the five years immediately before World War I; and parity 
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price as a price level that will give agricultural commodities purchasing 
power, in terms of things farmers buy, equivalent to the purchasing power 
of agricultural commodities in the five years before World War I. Benefit 
payments sufficient to achieve either of these are open to many criticisms. 

J. S. Davis, for example, points out that “wholesale prices of farm prod¬ 
ucts in the United States were relatively higher in 1909-14 than in any 
period of equal length before, at least in more than a century.” 1 Further¬ 
more relative difference in the prices of any two industries is not a 
measure of disparity in that changes occur in relative costs. C. C. Davis 
writes: “In many instances the attainment of parity prices will bring un¬ 
desirable results, such as impeding the normal consumption of farm 
products and even reducing the net income of producers below a fair 
level.” 2 J. S. Davis states: 

I believe it a very serious mistake to propagandize an economic fallacy of 
this kind [parity prices], and that the inculcation of this fallacy tends to cumu¬ 
latively unwise measures. If it were possible to redefine “parity prices” in 
terms of an average level to which actual prices tend to conform, changing 
with changes in relative costs and with shifts in demand, the damage would 
be minimized; but political expediency almost inevitably forces definition of 
the concept in excessive terms. Attempts to secure and maintain prices called 
“fair,” but in reality uneconomically high, tend in turn to create and intensify 
maladjustments in production. ... In certain fields, notably feed crops, dairy 
products, and fruits and vegetables, the national interest calls for policies di¬ 
rected toward lowering costs rather than raising prices; and except for the 
short-run I believe the farmers’ interest lies in this direction also. 3 

Many objections arise to formulating policies for agriculture in terms of 
parity income. For one thing, data on income are difficult to secure, e. g., 
income received from work off the farm, living received from the farm, and 
facts concerning purchasing power of net money income. Agricultural 
leaders who urge parity income fail to recognize an inherent absurdity. 
The period 1909-1914, on which the standard is based, was one of relative 
prosperity for agriculture. If agriculture is now entitled to the income ratio 
that prevailed then, there is no moral reason why every other major in¬ 
dustry should not stake out its claims for income on the same basis. Thus 
each group would select the period for which its relative position would 
be at the maximum or close to it and would, on this basis, enter a claim for 
parity of income. Such claims when totaled would greatly exceed total in¬ 
come. Needless to say the shares of everyone cannot be greater than the total. 

In the Senate price control bill of January 1942 it was proposed that the 
parity standard for the purpose of fixing price ceiling be raised consider- 

1 On Agricultural Policy, 1926-1938, 1939, p. 235. 

2 1940 yearbook of Agriculture, p. 320. 

8 On Agricultural Policy, 1926-1938, pp. 389-90, 
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ably. It is difficult to satisfy any group when it thinks it has at hand the 
power to extract for itself a larger share of the national income. 

Regulation of Fluid Milk Paices 

Fluid milk for any large city comes from thousands of farms, but passes 
to consumers through the hands of a few distributors. These in many cases 
act together, checking price competition and maintaining extra serv¬ 
ices. Farmers’ marketing cooperatives have developed for the purpose of 
bargaining with distributors in an attempt to get what seems to them a 
fair price. In this bargaining a very complex pricing system has developed 
whereby farmers get one price for that milk sold as fluid milk, another 
for that sold as evaporated milk, and yet another for that sold as butter. 
In a few cases attempts are made to restrict the supply of milk for certain 
specified uses. In spite of organized bargaining, farmers in many areas 
have sought State aid in getting a higher price. 

Federal control is exercised in some areas through marketing agreements 
permitted by the Agricultural Marketing Agreement Act of 1937. Organ¬ 
izations of processors, distributors and cooperatives are permitted to exer¬ 
cise centralized control over the marketing of milk, certain activities of 
such groups being exempt from antitrust laws. 4 

There are also milk control boards in many States, with power to set 
prices. In some cases prices to farmers only are set. In other cases both farm 
and retail prices are set, and in this way the margin of distributors is fixed. 

A group of economists after investigating Federal milk control write: 
“The objective seems to have been to fix the highest milk and cream prices 
in each market that could be maintained successfully.” 

A study was made of five cases of State milk control. In Wisconsin “The 
authorities have apparently set prices as high in relation to this goal [full 
cost of production] as they thought could practically be maintained with 
whatever control of sales volume the local cooperatives were able to 
achieve.” In Oregon “prices of fluid milk are apparently set at the most 
profitable level, given rigid control of entry to the market and a scheme 
of payments , . . that discourages expansion of production for the fluid 
milk market,” In Indiana the administrative agency acts largely to enforce 
“the prices determined by bargaining between cooperatives and distribu¬ 
tors, limiting entry to fluid milk production whenever there is danger that 
new entrants would render these prices difficult to maintain.” “In 1937 
New York adopted the general principle of encouraging machinery for 
collective bargaining of prices and supervising this program.” 5 In Cali- 

4 See for example 1940 Yearbook, of Agriculture, pp. 638-49. 

9 New York since 1937 does not set retail prices. 
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fornia some mention is made of encouraging efficiency in distribution. “In 
other States standards are vague and the aim seems to have been merely 
to ensure adequate margins so as to discourage cutting producer prices.” 6 

A Brief Prepared by the Consumers Mil\ Committee tn the Arlington - 
Alexandria Area of Virginia, February on the Regulation of Retail 
Mil\ Prices outlines the threat to consumers’ interest in retail price regula¬ 
tion: 

The effect of retail regulation upon consumers is stated to be (i) to raise 
prices, (2) to prevent new methods and economies in distribution from being 
instituted, and (3J as a result of higher prices, to reduce consumption of fluid 
milk. 

The effect on producers is stated to be to lower the blend 7 which they re¬ 
ceive, due to reduction in the use of milk m the higher-value classifications. 

The effect on distributors is said to be (1) to help dealers with advertised 
brands in their competition with small dealers who are not allowed to sell 
their lesser-known brands for less, and (2) because of the inducement fur¬ 
nished by greater than normal margins, to encourage too many new firms and 
excessive investment in the industry with the result that distribution costs tend 
to be raised by the reduction in volume of business per firm. 8 

This committee contended that: 

Retail price fixing is not necessary to protect producer prices. Experience of 
U. S. Department of Agriculture proves producer prices can be fixed and main¬ 
tained without retail price fixing. Experience of States of New York and 
Louisiana proves likewise. Problem of enforcing retail prices may even divert 
attention from primary job of enforcement of producer prices. 

A study was made by the Consumers’ Counsel of the A.A.A. on retail 
prices in several cities: “Usable data were obtained from 250 cities in 75 of 
which resale prices were controlled by State authorities. The prevailing 
delivered prices at that time ranged from 10 to 17 cents per quart in the 
cities under control, and from 8 to 15 cents in the others. Average prices 
were 12% cents in the former and 11% cents in the latter.” “Resale price 
control tends to reduce or eliminate the opportunity of consumers to save 
money on milk by forgoing the convenience of home delivery.” ... It 
tends also “to reduce or eliminate the opportunity of consumers to save 
money” by buying milk in 2-quart or 4-quart rather than i-quart con¬ 
tainers. 9 

6 TJV.E.C. Monog . p. xxiv. 

7 The average price per gallon paid to fanners for their milk depends on the quantity sold 
as fluid milk and the quantity going to other uses. The average price is described as the 
blend price. 

8 Quoting from address by D. E. Montgomery, Modern Trends tn Mtlk Marketing from 
the Consumers? Vtew point , U. S. Dept, of Agri., Consumers* Counsel Division. Mimeo. 
C.S.-I45, Sept., 1941. 

• Ibid. See also A. M. Freiberg, “Milk Delivery: Necessity or Luxury,” Rar. Bus. Rev. 
(1941, Aut.), 116-23. For further discussion see M. G. Reid, Food For People , 1942, Ch. 29. 
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There seems little doubt that the extent of monopoly control existing 
among distributors in the milk industry calls for State intervention of some 
kind. Consumers need to be protected from the action of the distributors 
that would on the one hand force prices to farmers to such low levels that 
they would reduce the volume of their milk production; and that would 
on the other check price competition in the sale of fluid milk and force 
consumers to pay for “unnecessary services” and for excess capacity. 

The evils of one monopoly are not to be corrected by building up ad¬ 
ditional monopolies. Consumers in some places need to be protected from 
the restrictive action of producer organizations that would prevent other 
producers from entering into the production of milk, even though the price 
is entirely adequate to cover their costs of production. 

The answer may be the fixing of prices to farmers with prohibition on 
restriction of supply, plus active enforcement of antitrust legislation. If 
prices are fixed unnecessarily high, expansion in supply will serve to bring 
about a readjustment in price. 

Some cases have already received the attention of the Antitrust Division 
of the Department of Justice. 

Edwards reports: 

In some places it appears that outright collusion to fix prices is responsible 
for the size of the distributor’s margin. In New York City an indictment 
against Sheffield, Borden, and other companies affiliated with National Dairy 
Products or Borden charges that the defendants agreed upon wholesale prices 
and compelled other distributors to observe these prices. In 1938, as a prelim¬ 
inary to the broad food investigation, a Federal grand jury in Chicago indicted 
the Borden Company and various other dairies on various charges, one of 
which was the fixing of the price of fluid milk in Chicago. In 1940 these 
companies consented to a decree which enjoins them from such price fixing. 
Complaints we are now receiving from various cities throughout the country 
charge that decent price increases were collusively arranged. 

At least as important as direct price fixing are conspiracies among dairy 
companies to prevent the introduction of new methods which offer promise 
of reducing the cost of distributing milk and thereby reducing the price. . . . 
[In one small city] a local dairy, realizing that a stop to deliver one quart of 
milk costs about as much as to deliver more than one, announced a price 
schedule which offered a substantial reduction upon additional quarts in a 
single delivery. Thereupon, a large creamery company and other dairies and 
handlers agreed with a local of the truck drivers’ union to prevent the delivery 
of this low-priced milk by strikes and violence, by cutting off supplies of milk 
to the offender, and by fining each union member who accepted a transfer of 
a customer’s account. Trial of this case resulted in a conviction and in jail 
sentences which were suspended upon payment of fines. 10 

Because of duplication of services when the delivery wagons of five or 
more distributors all traverse the same streets, some people feel that econ- 

10 C. D. Edwards, Food Processors and Antitrust Laws, speech, Nov. 7, 1941. 
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omy demands that milk distributors be declared a public utility with only 
one firm permitted; and that prices be regulated as in the case of electricity 
and gas. Other people feel that the solution lies in the development of 
consumers’ cooperatives that would cooperate with producers’ cooperatives. 
Still others feel that duplication of services arises mostly because of home 
delivery, and that this service is unnecessary. If milk were sold through 
stores, competition among distributors would not give rise to as much 
waste as now exists. 

It may be that the present war, with urgent need for economy in labor 
and truck tires, will help to eliminate wasteful practices. 

Monopoly elements in the fluid milk industry, plus the tendency of 
State control to exact as high a price from consumers as possible, have 
stimulated the establishment of special consumer committees to study and 
formulate policies, e. g., Milk Consumers Protective Committee in New 
York City, and the Greater Boston Consumers Committee on Milk. The 
latter hopes “to limit the powers of the Milk Control Board in fixing prices 
consumers must pay” and “to organize consumers to plan the establishment 
of a lower cost system of distribution.” 11 In Maryland City a group of 
consumers formed a milk buying club. Systematic study revealed that all 
grades and brands of milk available were of satisfactory quality. The club 
decided that group buying might bring benefits. It called for bids for a 
specified minimum quantity of milk per day and a contract was made. At¬ 
tempts were made by the other distributors to discredit the milk of the 
distributor who contracted to supply milk to these club members. 12 

Consumers can protect themselves in another way, namely by shifting 
to evaporated milk, although even here controls of various kinds have 
led to prices higher than necessary Most consumers arc poorly informed 
of the possibilities of such substitution. If they were better informed, the 
price of fresh milk in some communities would be brought down. This 
competition has an important long-run influence. 18 

The spread between the retail prices of whole and evaporated milk in¬ 
creased from 3.8 cents in 1933 to 4.7 cents in 1934, a net increase of 24 per 
cent. In the same period the consumption of canned milk increased T7.5 
per cent. 14 Mortensen questions whether fluid milk policies followed in 
many cities have given adequate consideration to consumer responses. 1 ® 

11 W K. Gabler, Labeling the Consumer Movement , appendix HI, Mimeo., prepared for 
the American Retail Federation, p. 11. 

12 Consumers' Union Reports, June 1940, p. 21. 

18 For further discussion see W. P. Mortensen, Economic Considerations in Marketing 
Fluid Milk Wise. Agr. Exp. Sta., Res. Bui. 125, 1934. 

14 J. T. Palmer, “Some Effects o£ Maintaining Retail Prices of Whole Milk at Artificial 
Levels,” /. Farm Ec,, vol. XVIII (1936, Nov,), 759-61. 

15 W. P. Mortensen, “Competitive Market Forces and Their Effect upon Fluid Milk Con¬ 
sumption,” f. Farm Ec ., vol. XIX (1937, May), 505-9. See also his Economic Considerations 
tn Marketing Fluid Milk Wisc. Agri. Exp. Sta., Res. Bui. 125, 1934. 
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Regulation of Bituminous Coal Prices 16 

The National Bituminous Coal Division of the U. S. Department of 
the Interior is authorized, under the Bituminous Coal Act of 1937, to 
fix the prices of various kinds of bituminous coal. Prices are to be based 
on the weighted average cost of coal in various districts. Marketing rules 
and regulations are to be drawn up and penalties imposed for unfair 
methods of competition. Provision is also made for setting maximum 
prices. 

The regulations authorized are an outgrowth of the N.RA. codes and 
are avowedly directed at providing minimum wages in the industry, al¬ 
though in fact they are also used to maintain property values and high in¬ 
comes for officials. 

A Consumers’ Counsel exists to appraise regulations from the stand¬ 
point of coal consumers, both industry and household users. He has the 
right to intervene in any proceeding when the rights of consumers are in¬ 
volved or jeopardized, but has no direct responsibility in price fixing. 

This type of regulation is exceedingly complex. It is not directed at price 
sustaining, as are the AA.A. policies, but at price determining and price 
enforcing. Furthermore, setting of coal prices is much more complex 
than setting milk prices since coal is sold in a national market, interregional 
competition is very important, prices must be set for a wide range of coal 
products which are close substitutes for each other. All in all the establish¬ 
ment of a national price schedule for the many kinds of coal is a tre¬ 
mendous task. The results so far have met many criticisms and difficulties 
of enforcement; many more, so far unforeseen, are likely to arise. 

Price fixing to date relates only to minimum prices. Those “recom¬ 
mended by the examiners are higher for some, but not all, areas than re¬ 
cent market prices and, for the country as a whole, are about 11 cents 
higher than the national average of unweighted prices in 1937. . . .” 17 
The price of substitute products constituted the main check on higher 
prices. It is thus not strange that proposals have been made that price regu¬ 
lation be extended to natural gas and oil. The State may find it impossible 
to say to one industry, “Your prices should be thus and so,” without issuing 
similar orders to other industries. 

Transportation rates are extremely important in their effects upon inter¬ 
regional price relationships for coal, consequently suggestions have been 
made that the regulation of transportation and coal prices be coordinated. 
Again we find that one regulation leads to another. 

16 For comprehensive discussion see T.N.E.C . Monog. 32, 1941, especially pp. 229-34, 
311-31, and 461-74. 

1T T.NJ 5 .C. Monog. 32, 1941, pp. 313-14. 
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The Act itself, plus the limited experience to date, provides some basis 
for appraisal. The widespread poverty of workers in the industry has made 
many people feel that State intervention is essential, and that some kind of 
price floor would have merit. Some of those who hold this view feel that 
the Act has many defects, a few of which will be briefly considered: 

(a) The rules permit hidden profits to be included in the average costs 
on which minimum prices are based. These may be entered in the form 
of selling commissions to affiliated companies, excessive depreciation al¬ 
lowances, and inflated salaries for officials. Provision for these profits in 
the minimum prices prevents desirable contraction of the excess capacity 
of the industry, the closing down of the less efficient plants. It may even 
lead to the opening of additional mines in the face of so-called over-supply. 

(b) Certain regulations of the Commission interfere with low-cost trans¬ 
portation. For example, they require that higher prices be charged for the 
same coal if it moves by truck than if it moves by railway. Furthermore 
basing-point pricing is allowed. 18 It has already been pointed out that this 
causes cross hauling, and is one of the practices the F.T.C. and the T.N.E.C. 
have recommended be prohibited. 

(c) Nothing has been done to check a rise in selling costs which are 
included in the costs for determining minimum prices. With price compe- 
titioif checked, non-price competition is likely to increase: “The act pro¬ 
vides no authority to regulate directly the commission paid by producing 
companies to their sales agents.” 19 

(d) Past, not possible future, costs are to be used in determining price; 
and no standard of economic efficiency is set up. “The Coal Act as now 
worded seems to call for adjustment to past recorded costs and for preser¬ 
vation of past competitive relationships, without regard for future changes 
that will ensue as a direct result of such adjustments, to say nothing of ad¬ 
justments to developing trends on probable future conditions.” 20 

(e) It is not sound to attempt to base minimum prices on total costs, 
especially in an industry composed of numerous firms and one in which 
excess capacity is marked. For one thing, total costs of any one product are 
very difficult to determine. This is especially difficult if costs of several 
products are joint as is the case of most coal. If the regulation specifies that 
total costs are to be covered the likelihood is that costs reported will include 
profits in excess of those necessary to induce labor and capital to continue 
producing at the volume consumers will take. Furthermore, total costs need 
to be covered only in the long run. Most industries have periods of profit 

18 For discussion see U. S. Dept, of Interior, Bituminous Coal Division, General Docket 
No. is, Aug. 30. 1940. 

19 T.N E.C., Monog. 32, p. 315. 

20 T.N.E.C., Monog. 32, p. 465. 
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and periods of loss. At any one time it is essential to cover only the expenses 
that must be incurred in providing a given output of coal. If this were done, 
coal companies would be assured prices high enough to cover out-of-pocket 
expenses incurred because they produce a given volume. Prices based on 
these costs would be a check against extreme price cutting, and risks of 
the industry would be lessened. Coal sellers would be permitted to get 
more if they could, but minimum prices would not be used to sustain prop¬ 
erty values nor to induce mines that had been closed to reopen. If minimum 
prices were based on out-of-pocket expenses necessary to continue a given 
volume of production, and included provision for minimum wages, price 
cutting could not be used to force a reduction in wages. 

The Guffey Coal Act has been interpreted to prohibit the payment 
of patronage dividends on coal by cooperative organizations. 


Some Causes of Defects in State Control to Sustain Prices 

Some of the defects of State control to sustain prices, that have just been 
noted, undoubtedly arose out of the fact that an emergency outlook dom¬ 
inated the thinking of both legislators and administrators. This made them 
more concerned with checking disorganization than with achieving maxi¬ 
mum volume of production. Other defects arose out of lack of experience 
with new controls and absence of necessary administrative agencies. Some 
also arose because administrators failed to perceive the type of information 
needed to make wise decisions. Furthermore, the repercussions of various 
policies on many parts of the economic system were not foreseen. 

It is important to note that the new controls were not accompanied by 
new objectives, and decisions were made by people accustomed to viewing 
the conduct of business as a means of deriving profit for firms rather than 
for achieving welfare. The regulations clearly expressed the keen aware¬ 
ness, that had for some time existed, of the common interest of firms within 
a given industry. But little recognition appears to have been given to the 
inter-relationship of various industries in society as a whole. This blind 
spot is a natural consequence of the kind of agencies and people who did 
the planning, and their lack of important facts. 

The desire for State control on the part of an industry tends to arise when 
excess capacity and widespread selling below “cost” occurs—in a depression 
all industries may feel that they have excess capacity. When controls are 
imposed a strong tendency occurs to assume that an industry belongs to 
those already in it, and that others have no right to enter, if by so doing they 
depress the earnings of the labor or the returns to capital already employed. 
The philosophy tends to develop that all who are in the industry are not 
only entided to remain there, but that society should pay them enough to 
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provide a “decent” standard of living and to give all investments already 
made a “fair” return. In order to accomplish this, volume of production 
may be restricted, prices and wages may be fixed, or other restrictions im¬ 
posed checking competition between firms. Such planning may occur even 
though in “unplanned” industries the level of wages is lower and many of 
the workers would shift into the “sheltered” or “planned” industry if per¬ 
mitted to do so. The restriction may also serve to protect an investment 
which was foolishly made in the first place or which, because of changed 
demands or new improvements, is no longer entitled to a return on previous 
valuation. In this way restrictions may serve to maintain inefficient meth¬ 
ods. They may keep out new investment which could readily get a fair 
return even though output were higher and prices lower than those per¬ 
mitted by State planners. Where over-production has occurred restrictions 
maintaining wages often remove the pressure on workers to shift to more 
productive industries. Furthermore artificially high prices may serve to 
attract new capital investment into an industry even when present equip¬ 
ment, equally efficient, is not being fully used. 

Some planning has given too little attention to inter-industry mobility 
and relationships. In some cases it would appear that plans were based on 
the assumption that everybody’s work makes everybody poorer, that the 
less there is produced the better off everyone will be. 

Restriction during an emergency only may result in no great harm and 
may result in some good. In the case of over-expanded industries the neces¬ 
sary adjustment, the re-allocation of land, labor, and capital among in¬ 
dustries, may be postponed, and made later under more favorable condi¬ 
tions. In some cases, however, even emergency restrictions may aggravate 
the ills later to be corrected. Restriction for emergency only may easily 
come to be accepted as the natural right of those in the industry. In fact, to 
the high-cost producer in every industry there tends to be a perpetual state 
of emergency. This danger should be guarded against, but should not be 
allowed to prevent the use of restriction where it has a highly valuable func¬ 
tion to perform. 

Rowe describes restriction as a powerful drug which if not carefully and 
scientifically used may easily kill the patient. He says: 

It is hardly an exaggeration to say that at the present time the general view of 
producers and their governments is that restriction is a panacea for all ills, to 
be applied indiscriminately in all ways which seem to offer momentary ad¬ 
vantage, irrespective of the possibly disastrous results in the near or more 
distant future; while for the same reason the consumers* view is entirely neg¬ 
lected. 31 

21 J. W. F. Rowe, Markets and Men, p. 218. Rowe outlines conditions under which he 
believes restrictions are and are not economically sound. He says: 

“(1) Restriction is economically unsound as a means of meeting a permanent decline in the 
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Experience to date with State controls of prices and output is in many 
ways far from encouraging. It must however be recalled that as time goes 
on objectives may be revised, more efficient agencies developed, and the 
combination of State action and private enterprise more clearly seen. Faith 
in experimentation is clearly necessary, but neither the faith nor the experi¬ 
mentation should be blind. 

Lubin, Commissioner of Labor Statistics, states in his letter transmitting 
to the Temporary Economic Committee the monograph on Economic 
Standards of Government Price Control: 

All of our investigations clearly indicate that to regulate prices effectively 
and with honest concern for the welfare of the public and of any industry nec¬ 
essarily involves the assumption of a large measure of responsibility for all 
phases of the life of that industry. It is the failure to recognize this all- 
important fact that has led to many of the difficulties of Government price 
regulation. . . . Not only has regulation generally failed to take due account 
of the relation of regulated industries to the economy' as a whole, but it has 
also given undue emphasis to immediate rather than long-range problems . 22 

It is highly desirable to see that in an “overexpanded” industry price, in 
no case, is high enough to attract additional labor and natural resources. 
Furthermore it is important to look forward and not backward. The test 
of economy lies in existing and in future techniques and costs. Reimburse¬ 
ment for past costs or commitments is likely to be very unsound. 

Montgomery, Consumers’ Counsel of the A.A.A., describes the attempts 
at price regulation by the State: 

I doubt that we realize how far we still have to go before we find both the 
technique and the guiding principles and procedures by which we can be 
sure that the interests of all those affected by public control over prices are 
adequately considered, weighed in the balance, and reflected in the decisions 
made. The deficiency is that our experience in this aspect of democracy is so 
short. The traditions by which we may be guided come to us from an earlier 
day when the use of public authority to control economic lives of citizens was 

demand for the product of a particular industry duiing times of general prosperity, and is 
more than likely to intensify the difficulties of the inevitable readjustment of resources, but 
in times of depression it may be justifiable until general recovery is under way, since in the 
depths of depression the readjustment of resources will probably present the maximum 
difficulty. . . . 

(2) Restriction is economically sound, as a means of meeting a temporary decline in demand 
for the product of a particular industry, both during times of general prosperity and of gen¬ 
eral depression, provided that no substantial proportion of the productive capacity is in an 
advanced stage of obsolescence, this proviso being of special importance if there is any tend¬ 
ency toward excess capacity before the demand declines. 

(3) Restriction can at no time be a cure for troubles arising from excess capacity, unless the 
productive technique of the industry in the widest sense of that term is virtually stationary— 
a condition which is nowadays most unlikely to be fulfilled.” (pp. 216-17) 

22 Monog. 32, op. cit., xiii-xiv. 
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frowned upon by many and perverted by some. Especially do we feel the lack 
of governmental experience when it comes to discovering and understanding 
how the interest of consumers is affected by public controls. Thus we are left 
with strong proposals on one side, backed by industry traditions of long stand¬ 
ing, and with weak and inarticulate demands on the consumers' side with 
almost no well-defined traditions of what the consumer interest is or how it 
may be protected. We must make progress on that phase of our problem. It is 
not enough to assert the universality of the consumer interest in the abstract, 
or to voice the sentimental regard which obviously any decent person feels for 
consumers in the flesh. We need first to take the consumer seriously, and 
second to protect his interest practically . 28 

Price Control in Wartime 

State administration of prices in wartime should have two major objec¬ 
tives: (i) to secure full use of productive resources and to ensure that they 
contribute to maximum war effort and provide essentials for the civilian 
population; and (2) to prevent disruption of the economy, in part or whole, 
because of price rises. 

Price fixing is feared by some because prices may be so set that all re¬ 
sources are not used, or not put to their best use, and second because the 
administrative difficulties are very great. The machinery includes a gigantic 
bureaucracy plus a system of people spying on each other. 

In American experience inflation with sky-rocketing prices and major 
wars go together; in general prices doubled in World War I. World War 
II up to 1942 is proving no exception to the general rule. Food prices 
from January to September 1941 rose from 98 to no, and by April 1942 were 
up to 120 (1935-39 = 100). 

General price control in wartime has many ramifications. It may be 
accomplished through: 

(a) Draining off money through taxes or the sale of government bonds, 
that would otherwise move into the market to buy consumer goods. 

(b) Cutting down waste in production and marketing by introducing 
more efficient methods, eliminating duplication by reducing variety to con¬ 
sumers, eliminating all unemployment even to the extent of drawing on 
housewives who formerly did not seek employment, so that the supply of 
consumer goods can be kept at as high a level as possible in spite of the 
great expansion in the production of war materials and the shift of workers 
to the fighting forces. 

(c) Conservation of materials, on the part of civilians, and a system of 
priorities and rationing among industries. 

(d) Careful handling of government buying so that it does not, because 

28 D. E. Montgomery, Modem Trends in Milk Marketing from the Consumersf View¬ 
point, U. S. Dept, of Agr., Cons. Counsel Division, Mimeo, C.S.-145. 
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of lack of coordination and care in placing orders, unnecessarily force up 
prices. 

(e) Rationing of especially scarce products, first in order that price 
spirals in these be not started—which might lead to increases elsewhere, and 
second in order that spending be reduced so people will buy more govern¬ 
ment bonds. 

(£) Fixing of prices and margins of dealers. 

Everyone is likely to agree concerning the need for (a), (b), (c) and 
(d). If (a) alone is on a large enough scale, fixing of prices in any form be¬ 
comes unnecessary. 

Some rationing may, however, be essential because of scarcity of one or 
more products. In any case, any attempt to fix prices without regard to 
spending power is likely to be a dismal failure. Furthermore, price fixing 
for many products is evidence that rationing is needed. A price rise occurs 
because of a shortage of supply. Fixing the price does not eliminate the 
shortage—in fact in many cases it serves to make the shortage even greater 
because it may discourage production. 

Price fixing raises many questions: 

(a) For what products shall prices be fixed ? 

(b) In what markets, local, central, wholesale, retail, shall prices be fixed? 

(c) When shall price controls go into effect? 

(d) How frequently are changes to be made? 

(e) What basis for prices is to be used? 

(f) When changes are made what shall be the basis? 

(g) How are fixed prices to be enforced? Or what is to be done with 
evaders? 

Several bases for and types of mandatory prices may be used: (a) prices 
may be frozen as of a particular time; (b) ceilings for prices may be an¬ 
nounced, these may be higher or lower than those existing at a specified 
time. Various adjustments in relation to costs may be permitted. The 
earlier discussion has made it apparent that such a rule is not likely to be 
very effective in holding prices down. Government subsidies are on alter¬ 
native. 

At times prices have been set only for basic materials. If there is a short¬ 
age in relation to consumer demand this price setting is not likely to hold 
down retail prices. Rationing alone or rationing in conjunction with price- 
fixing in retail stores may be necessary. 

For some basic products it may be desirable to leave prices free, espe¬ 
cially if higher prices might serve to induce greater production; and at the 
same time to fix margins for dealers so that all the price rise growing out 
of the shortage goes to provide incentive to producers. 

Price interrelations are very important between the prices of products 
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which to consumers are substitutes for each other and products which use 
the same resources. In some cases it may be desirable to set prices so as to 
discourage the production of one product if the resources being used would 
bring greater social returns in some other type of production. At the present 
time for example there is a belief that beef prices should move to lower 
levels in order to discourage the feeding of beef cattle and encourage feed¬ 
ing of hogs—a larger physical volume of meat being produced in this way 
from a given quantity of certain feeds. Price rise for some industries may 
be checked in order to encourage resources to shift to military effort. 

Prices as a means of directing the use of productive resources can of 
course be supplemented with subsidies. 

There are numerous ways to evade price control. It seems likely that 
desire to cooperate in war effort will lead to widespread voluntary co¬ 
operation. This is likely to continue however only if evasion can be kept 
at a minimum. Community organization that exposes cases of non-com¬ 
pliance will have some effect, but probably not enough. Violators must be 
penalized. 

World War I provides some experience in price fixing. Hardy feels that 
it was “an appropriate means of dealing with individual cases of acute 
shortage.” He found many shortcomings: for example, (a) Price control 
came only after prices had risen a very great deal, (b) There was a failure 
to recognize the importance of restricting the volume of spending power, 
(c) Insufficient legal power was given for effective control, (d) Lack of co¬ 
ordination occurred among agencies responsible for price control, (e) The 
range of control over prices was too limited, e. g., control confined to basic 
materials without being extended to retail prices, (f) Use was made m 
many cases of the prices of a few high-cost firms to fix prices for an in¬ 
dustry. 24 

In the early stages of the defense program, Henderson, Federal Price 
Administrator, acted under the emergency powers conferred on the Presi¬ 
dent of the United States to take steps to check price increases. Manufac¬ 
turers, wholesalers, and retailers were urged, requested, and even ordered 
not to raise prices. Extensive use was made of propaganda as to what was a 
fair price. The Federal Price Administrator was, however, largely depend¬ 
ent on voluntary cooperation. Again and again trade associations agreed 
not to raise prices. Nevertheless prices continued to rise. 

After prolonged debate and numerous revisions a Price Control Act 
finally became law. It was described by Price Administrator Henderson as 
being “practically worthless.” Some of his powers were increased, at the 
same time very important powers were withheld. His powers were con¬ 
fined to non-farm products. He was given the power to put ceilings on these 

24 C. O. Hardy, Wartime Control of Prices, 1940. 
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in both wholesale and retail markets. Within certain limitations he was 
empowered to curb unjustified rent increases. He was given authority to 
license commodity sellers, and in this way to pumsh through withdrawing 
their license, in case of price speculation, hoarding, or monopoly extortion. 
In addition he was given power to buy products that were being sold at 
excessively high prices and sell then! at lower prices. He was also given 
complete control over all rationing, which can be used as a means of con¬ 
trolling prices. 

Control over agricultural prices by the Price Administrator was made 
subject to the approval of the Secretary of Agriculture. Furthermore the 
Act specified that no farm price could be fixed at less than iio per cent of 
parity. This price ceiling permits a considerable increase in the prices of 
many farm products over those prevailing in February 1942. And the Sec¬ 
retary of Agriculture has the power to decree even higher levels than no 
per cent of parity. Since parity prices are tied to the prices of things which 
farmers buy, a spiral of price rise is possible. Furthermore, no price con¬ 
trol was permitted of agricultural products covered by A.A.A. marketing 
agreements; milk is included in these. The Government through its buying 
can also exercise considerable control. 

No control over wages was permitted, and wages are the largest single in¬ 
gredient in price. 

No control is permitted over public utility rates, including transportation. 

Widespread feeling occurred that with the signing of the Price Control 
Act the batde for effective price control legislation had largely been 
lost, and those anxious to check inflation turned their attention to the tax 
program as a means of withdrawing spending power. A note of optimism 
arose, however, when Wickard, Secretary of Agriculture, announced that 
he would check price increase of agricultural products by selling at Gov¬ 
ernment prices, pnvately for war needs and to other Government depart¬ 
ments, stocks of surplus commodities owned by the Government. Tempo¬ 
rarily at least such a step will check die price rise of several agricultural 
commodities. It is not strange that this announcement was followed by bills 
introduced into the Congress to deprive the Secretary of power to sell Gov¬ 
ernment-owned products at less than parity. 

In May 1942 a general price freezing order was issued. The price ceilings 
for any firm, wholesale or retail, were the highest prices charged during 
March 1942. The upward trend in prices was at least momentarily halted. 
Numerous administrative difficulties cropped up. In many cases wholesale 
prices had risen faster than retail prices, and retailers found themselves 
unable to pay wholesale ceiling prices and resell at their own ceiling prices. 
The Office of Price Administration requested large sums to be used to buy 
many products at the ceiling prices imposed for them and to resell at a 
lower price in order to stop the price rise to consumers. 



Part IX Controls 


CHAPTER XXXIII 

COMPETITION AND OTHER CONTROLS 

Oitr economic system includes a vast network of specialized firms, inter¬ 
related by means of markets and operating largely under private enter¬ 
prise. Competition is a main means of controlling the use made of produc¬ 
tive resources and the kind and quantity of goods produced. 

Everywhere imperfections are evident. The depression with the great in¬ 
crease in State intervention plus the development of totalitarian economics 
m Europe are causing many people to wonder whether we should or will 
continue to rely on competition as much as in the past. Some people feel 
that competition has failed so badly that attempts at making it work should 
be abandoned. Still others are sure that many defects which perplex us are 
due to too little rather than too much competition; that the antitrust laws 
have, for example, been ineffective because of failure to attempt their en¬ 
forcement. At the same time most people recognize that competition is one 
part of the economy which will bring satisfactory results only if certain con¬ 
ditions exist. They furthermore recognize that it has definite limitations, 
that at some points other forms of control are needed. 

The desirability of competition and other forms of control must be con¬ 
sidered in terms of conditions they create. An increase or decrease m com¬ 
petition is not a moral issue. Competition is a technique of control and 
should be analysed in contrast with other techniques. It is a means and not 
an end in itself. 

The merits of various controls must be seen in terms of achieving: (i) 
use of efficient methods in carrying on economic activities; (2) full use 
of resources; (3) conservation and maintenance of natural and human re¬ 
sources; (4) stimulation of human enterprise; (5) allocation of resources 
between various uses so that the more urgent wants are satisfied; (6) a 
minimum health and decency standard of living for all people. To these 
might be added many other things including political freedom, which 
many people feel is bound up with the economic system. 

Several types of control will be considered: (a) competition, (b) co- 

*557 
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operative organization, (c) self-government of industry, and (d) State con¬ 
trol. It will be impossible to do more than consider these very briefly. Since 
competition has been the core of our regulatory process, major attention 
will be given to what can be done to make it function so that its results are 
satisfactory, and what supplementary types of control are needed. 

Reaffirming Faith in Competition 

Belief that competition provides a satisfactory method of directing and 
controlling a complex economic system has by no means disappeared. In 
spite of the many legal restraints on competition, the demands for self- 
government of industry being voiced by some groups, and the promotion 
of cooperative organization occurring at some points, there are still many 
who urge vigorous leadership directed toward increasing competition. 

The Temporary National Economic Committee, appointed in 1938 to 
study monopoly and concentration of power and their effect on competi¬ 
tion, the price system, consumption, in its final report “avows its faith in 
free enterprise: Every recommendation which it makes is intended to keep 
enterprise free.” 

The growth of interstate trade barriers, with a few States establishing 
elaborate systems of “ports of entry,” brought widespread fear that the 
United States would go the way of Europe and lose the advantage of free 
trade within a large market 1 By 1941 some reversal of this trend had oc¬ 
curred and a Council of State Governments had been formed to deal with 
it. The TN.E.C. in its final report recommended that a continuing com¬ 
mittee on Federal-State relations be established by Federal statute to “col¬ 
lect current information as to trade practices between the States” and to “de¬ 
vise ways and means of preventing or restraining uneconomic barriers to 
trade.” 

Arnold, whose experiment in enforcing antitrust laws has already been 
discussed, states: 

None of us desires to abandon our traditional attitude of favoring an econ¬ 
omy of free and independent business enterprise. I know of no significant 
movement in the United States which is attempting to depart from that ideal. 2 

Fortune’s Forum of Executive Opinion reported on various questions as 
follows: 8 

1 For discussion see U. S. Dept. Agr., Barriers to Internal Trade in Barm Products, Special 
Report, 1939. Marketing Laws Survey, Works Progress Administration, Barriers to Trade 
Between States, 1939. “Governmental Marketing Barriers,” Law and Contemporary Prob¬ 
lems, vol. 8 (1941, Spring); TJN.E.C., Report on Inter-State Trade Barriers . For popular 
discussion see State Trade Walls, Public Affairs Pamphlet, no, 37, 1939. 

2 T. Arnold, “The Policy of Government Toward Big Business,” Proceedings of the Acad¬ 
emy of Political Science, vol. XVm (1939, Jan.), 180. 

8 Fortune, Dec. 1940, pp. 104, 166, 168-69. 
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Percentage replying 
Yes No 

Did you favor the N.R.A. price-raising program at the 
time? 34.9 65.1 

Do you believe the N.R.A. trade-agreement programs 
should be revived, now? 15.5 84.5 

Do you agree with Assistant Attorney-General Arnold, 
who has launched the greatest campaign in history to 
enforce the anti-trust laws and prevent price-fixing 
agreements, that “The first concern of every democ¬ 
racy is the maintenance of a free market”? 58.7 4 41.3 8 

Given a choice between the N.R.A. pro-price-fixing policy and the Thur¬ 
man Arnold anti-price-fixing program, 22 per cent of those included in the 
panel chose the former, 33 per cent chose the latter and 45 per cent re¬ 
ported that their attitude “depends.” The drive to enforce the antitrust laws 
received full or qualified approval by 72.5 per cent, although many felt that 
it was a good idea badly handled. 

To continue competition as the major method of control, it is necessary, 
however, to discover the regulations, subsidies or other means that will 
check wasteful use of natural resources; that will prevent the restriction of 
output even when market demand is sufficient to cover necessary costs to 
be incurred; that will reduce the occurrence of major depressions; that will 
check exploitation of consumer ignorance; that will eliminate poverty in 
the midst of plenty. 

The Concept of Perfect Competition 

Several conditions are necessary for perfect competition, i.e., (a) per¬ 
fect knowledge on the part of consumers, entrepreneurs, investors, and la¬ 
borers, (b) so many sellers and buyers that no one is in a position to in¬ 
fluence price, (c) freedom of enterprise, (d) rapid mobility of productive 
resources, e.g., of workers and equipment, from one type of production 
to another. 

In an economic system where competition was perfect consumers would 
truly guide production. One seller would have to compete with others sell¬ 
ing identical goods. Buyers would pay no more than was necessary in order 
to get the goods desired. Within the same market, many sellers would 
provide identical goods. The prices of these would be the same. In such 
a condition advertising would be unnecessary and ineffectual. Duplication 
and excess capacity would not exist 

Through prices, buyers would indicate whether, they want more or less 
what was being offered of a particular product. If a product were rela- 

4 Included “in most cases.” 

5 Included “in a few cases." 
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tively scarce consumers in competing for it would bid the price up. The 
rising price would be an invitation to producers to provide more goods. On 
the other hand, if consumers decided against certain goods they would re¬ 
fuse to buy all that was offered except at a relatively low price. In this way 
consumers would warn producers that goods were not wanted as much 
as formerly, that they should shift productive resources to some other use. 
Thus, consumers would encourage the production of some goods, and dis¬ 
courage the production of others in accordance with relative preference 
and relative cost. 

If all enterprise and occupations were open to anyone caring to enter, 
then each would be free to make as large a quantity of any product as he 
wished, of whatever quality he saw fit. Left free, each person would tend 
to follow his self-interest and try to get maximum returns for his labor and 
investment. If perfect competition existed the price anyone could get for 
his product would depend on the price someone else was willing to take 
and able to get for identical products. No one firm could use any means 
other than its own producing and distributing efficiency to affect competi¬ 
tors. Labor, capital, and land would continually tend to be put to that use 
which brought maximum returns. If any better use for any agent of pro¬ 
duction arose it would then shift to that use. In other words, it would shift 
from the less to the more important use as indicated by consumer demand 
which was reflected in relative prices. Every reduction in production at one 
point would be accompanied by an expansion of production at another. 

Freedom on the part of labor and capital to shift to the use which brought 
the maximum returns would constantly serve to raise prices which were 
relatively low by causing capital and labor to move out of that particular 
industry, thus checking supply; such freedom would also serve to decrease 
prices that were relatively high, since labor and capital would move into 
an industry, thus increasing supply. Freedom to shift would raise wages 
and returns on investments when they were relatively low and decrease 
them if they were relatively high. The more quickly this shifting occurred 
the more perfect would be the competition. 

It is dangerous to idealize perfect competition beyond its merits. Hence 
it wotild be well to note that even if it did exist it would not necessarily 
bring about an ideal distribution of income. As a result, a large volume of 
luxuries might be produced while many people in the same society were 
undernourished, poorly housed, poorly clothed. Producers under free com¬ 
petition would be concerned only with consumer demand in terms of abil¬ 
ity to pay. At this point, however, two facts should be pointed out: (i) 
that many people would be able to secure incomes higher than their pres¬ 
ent incomes if competition were more nearly perfect, and (2) that there are 
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ways of equalizing income which do not interfere with using productive 
resources efficiently. 

Perfect Competition Does Not Exist 

None of the conditions necessary for perfect competition fully exists. For 
some types of products and firms it is more closely approximated than for 
others. There are “natural” barriers to perfect competition, and many 
which are man-made. Many, but not all, barriers might, in part at least, 
be removed. 

Since competition is not an end in itself, its relation to efficiency must be 
constandy kept in mind. Conditions necessary for perfect competition are 
in part incompatible with efficiency in the use of resources. In some cases 
the market is so small that even though the firms are fairly small only a few 
of them can exist. This is true in many communities for retail stores. In 
other cases even though the market is large, the economies of large-scale 
operation are such as to make it undesirable to have numerous firms. If the 
market is very small, or if low unit costs are possible only if firms are 
large, and only a few firms exist, then entrepreneurs can agree as to output 
and/or price and divide the market among themselves. This is not a mo¬ 
nopoly (a single seller), but an oligopoly (a few sellers). Elements of com¬ 
petition continue, but competition is far from pure. 0 In some cases econ¬ 
omy in the use of resources makes it desirable to have only one firm—so 
monopoly occurs. 

Furthermore, methods which are efficient from the standpoint of separate 
firms may not be efficient to society. Mining his soil may pay a farmer, who 
after all views the methods used largely in terms of his own lifetime. His 
methods may be very unsatisfactory to society which tends to view costs 
and returns over a longer period of time. It may pay a fertilizer plant to tear 
up large areas of land to get at the underlying rock. Unless all companies 
are required to level down the top soil to restore valuable farming land, no 
one company can afford to do it. Factories may belch forth smoke and 
fumes and pollute streams, imposing costs on die community that are not 
included in the products which they have to sell. No one factory can afford 
to incur the costs of checking such conditions unless its competitors are 
also required to incur them. Competition thus does not automatically en¬ 
sure the most efficient methods for society. 

Barriers to competition—the partial or complete removal of which would 
increase efficiency—include the following: (x) Ignorance of consumers 
concerning quality and prices. (2) Many selling practices which attempt to 

6 Only one condition is essential for pure competition, i. e., no one buyer or seller can 
influence price. For the effect of oligopoly on duplication see Chapter XU. 
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exploit consumer ignorance, e. g., various forms of deception already dis¬ 
cussed. (3) Agreements among competitors to check price reductions. (4) 
Regulations by the State which restrict that competition necessary to in¬ 
creased or continuing efficiency. (5) Ignorance of producers, and others 
serving consumers concerning facts about consumer demands, better 
methods, and other employment opportunities. Ignorance is an important 
factor preventing the shifting of productive resources to their most impor¬ 
tant use. (6) Methods involving coercion, violence, and threat against life 
and property which are at times used to check competition. 


Cooperative Organizations 

Marketing and processing cooperatives provide means whereby groups of 
producers, for the most part operating on a small scale, can increase the 
efficiency of the processing and marketing of their products. In this way 
duplication arising from imperfect competition in local markets can be 
eliminated. In addition, producers may be better informed of their market 
opportunities. Further expansion in marketing cooperatives seems to be 
highly desirable. Cooperative organizations helping to direct the interrela¬ 
tionships of an entire industry such as agriculture have so far not developed 
in the United States. Beyond the local market these cooperatives at the pres¬ 
ent time act for the most part in the same way as other competitive firms. 
They have made some attempts to restrict the production or the volume of 
the crop that is marketed. Clearly the marketing and processing coopera¬ 
tives provide means of increasing efficiency in performing certain activities, 
but their organization and philosophy are those of separate industries and 
thus are narrow in scope. They are not as yet geared to contribute to broad 
social control. They show no more self-discipline than individual enterprise 
or corporations with respect to serving the public interest. 

Consumers’ cooperatives are in a somewhat different category, in that 
their philosophy and pattern of organization are concerned with all products 
and the interrelationship of all basic producers, and their organization is 
open to all who care to enter. Full use of resources with balance among uses 
in accordance with consumer demand is an avowed objective. Consumers’ 
cooperatives have been expanding rapidly. Their present status, however, 
would indicate that for a long time to come they will serve mainly as a 
corrective to certain inefficiencies and restraints occurring in other types of 
private enterprise. Some consumers’ cooperatives see themselves only as 
agencies for performing a limited task more efficiently than other agencies 
at hand, e. g., how to get gasoline to a specified group of consumers at 
lower cost. As such they operate in the same way as individual enterprise 
and need to have the same checks imposed on their self-interest. 
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Self-Government of Industry 

It is sometimes urged that the risks and uncertainties that abound in our 
economic life should be dealt with on an industry basis, by the members of 
the industries. Following Nil A. codes much was heard of self-government 
of industry. The meaning of the phrase has often been far from clear, apart 
from the fact, usually implied, that more power be given to industrial 
groups. 

This raises the question of the place of trade associations and other in¬ 
dustry organizations. What is their proper field of action? Should there be 
an extension of power? 

It would seem that trade associations could do much more in studying 
efficient methods, and in collecting information to guide a particular in¬ 
dustry, and in checking many of the extreme maladjustments which occur. 
At the present time, however, trade associations lack power to enforce rules. 
They can merely make suggestions and call for cooperation. 

Should trade associations be given more power? It would seem that some 
additional power might well be given. For example, an enabling act might 
be passed giving to trade associations the right to secure certain informa¬ 
tion important in an industry. In such case the information should be made 
available at least to all members of an industry, if not to the public in gen¬ 
eral. Trade associations have, at times, pressed for more control over unfair 
trade practices. A broader interpretation of unfair competition, it would 
seem, is in the public interest, and trade associations might play a more 
active part in enforcing the law. 7 From practices described as unfair in the 
NiLA. it would seem that trade associations cannot be given a free hand 
in defining what is unfair. 

Suggestions have also come that antitrust laws be relaxed. Highly dan¬ 
gerous to society is any right conferred on an industry to control price or 
to restrict output. A single industry will always find it difficult to act con¬ 
structively where the general public is involved. Hutt says: 

In any existing economic situation most industrialists, most farmers, most 
speculators, know what is to the advantage of the particular group to which 
they belong. It is in questions of the relation of the individual or group to 
society that typical thinking is defective. Individuals fail to see how their in¬ 
terest is related to that of society, and how the pursuit, by each group, of poli¬ 
cies designed in its own narrow interest may, through consequent adverse 
reactions upon the general welfare of the community, recoil adversely upon 
all of them. 8 

7 See E. L. Heermance, “Self-Regulation and the Law/* Har. Bus . Rev., vol. X (1933, Je.)„ 
420-39. 

8 Economists and the Public, p. 68. 
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State Planning: Attitudes of Extremists 0 

Existing ideas concerning State planning are full of confusion. To some 
people the words call up a picture of the State as the one and only planner. 
In such a case State agencies would decide what quantities of the various 
products would be produced, what methods to use, what the various work¬ 
ers would be paid. They visualize 5-year plans, 10-year plans, State-owned 
farms and factories, workers being ordered here or there. 

People who visualize State planning in this way include: (a) those who 
hate and fear such an arrangement; and (b) those who see in it the solution 
of all society’s ills. The group idealizing State planning assume human 
perfection and ignore the existence of most human frailties. They may as¬ 
sume that in some mysterious way a State planning board will be given the 
power of all knowledge, its members will be raised above human passions, 
favoritism, quest for private gains or greater personal power, that they will 
be freed from all bias and prejudice that would interfere with fair decisions 
in weighing the merits of conflicting interests. If these assumptions are 
made it can be shown that, through State planning, resources would always 
be put to their most efficient use and the welfare of society brought to a 
higher level. But these assumptions are no more true than are the assump¬ 
tions of perfect competition. Perfect knowledge, wisdom, sense of jus¬ 
tice, and freedom from human passions have not yet been conferred on 
any man, whether he be in private industry or serving as an administrator 
of the State. 

The group that visualize State planning as all-over control and fear it, 
concentrate on human frailties: ignorance, dislike of sustained and sys¬ 
tematic effort, desire for power, satisfaction from personal aggrandizement 
and the submission of others. They see the system wiping out economic 
freedom and with it political freedom. They see ignorance and bureau¬ 
cratic red tape strangling the initiative and effort which undertake to carry 
on productive services; they see more and more effort being directed to 
playing politics, and less and less to production. 

The existence of defects in any system may assume such psychological 
proportions to many that they are blinded to any inherent merits. Such 
blindness is likcjy to be accompanied by an inability to see any defects in 
the alternative which they are proposing. Perfect State planning may, for 
example, be contrasted with existing imperfections in competition or con¬ 
versely the results of perfect competition may be contrasted with such State 

9 For discussion of various types of economic systems see E. Staley, World Economy in 
Transition, 1939; and K. W. Kapp, “Economic Regulation and Economic Planning,” Am. 
Ec. Rev., Dec. 1939, pp. 760-73. For general discussion of planning see G. B. Galloway and 
associates, Planning for America, 1941. 
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planning as has been experienced. Realistic appraisal is necessary if wrong 
“remedies” are not to be chosen, if we are not to adopt policies that increase 
our woes. 

Clark writes: 

We must be on our guard . . . against the tendency of the reformer to com¬ 
pare the imperfections of the existing conditions with the anticipated results 
of his reform measures, conceived as working perfectly. They will not work 
perfectly, and this had better be expected from the start. We should learn to 
compare existing imperfections with other imperfections. 10 

The Essence of State Planning 

Planning is essentially a matter of having an objective, being aware of 
alternative means that would contribute to it, and choosing among these. 
State planning in a broad sense lies behind all State activity. Included might 
be such things as the formulation of the Constitution, looked upon by some 
as America’s master plan, the settlement of one frontier after another, the 
building of the great transcontinental railways, the conservation of forests, 
the development of cooperatives, the preservation of competition by pro¬ 
hibiting restraints on trade, the building of great power dams. Hundreds of 
other State activities might be added. To deny the need of State planning is 
to avow that State action should be haphazard and uninformed. 

Planning by the State is needed to make our economic system function 
more effectively, and wise planning necessitates the use of competition 
wherever it constitutes the best method. In the same way cooperative or¬ 
ganization and self-government of industry should be used. These forms of 
control are means and they should not be looked upon as ends in them¬ 
selves. 

Again and again in this book, State action of various kinds has been 
described. In some cases it has contributed and in others it has handicapped 
efficiency. Contribution to efficiency has in some cases come from increas¬ 
ing competition and in other cases from decreasing it. 

Those who have more than a superficial knowledge of our system are 
aware that economic freedom in private enterprise is created and main¬ 
tained by the State, that with our existing technology extensive State action 
is not optional, it is essential, and that the economic problems that confront 
us are momentous. Their solution rests partly on action taken by State 
agencies. And in developing policies for State action cooperation between 
private and State agencies is essential. Such action should be based on ac¬ 
curate knowledge and directed toward broad social objectives. 

10 J. M. Clark, Soctal Control of Business, 1939, p. 493. 
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The Role of the State in Informing Consumers 

To increase efficiency, consumer knowledge of products should be in¬ 
creased. Measures should be taken to reduce all forms of fraud, misrepre¬ 
sentation, and exploitation of consumer ignorance. Important information, 
in so far as is technically possible, should be provided on labels. Adequate 
market inspection of selling practices in retail stores should be provided. 
Widespread consumer education should be carried on so that information 
on the labels be understood and market facilities effectively used. 

The Role of the State in Industries with Numerous Small Firms 

Where there are numerous small firms the State has an important educa¬ 
tional role in informing entrepreneurs of the most efficient methods to use, 
what shifts in production they should make, how and when products are 
best marketed. Information provided and advice given would be conceived 
in terms of the efficiency of society as a whole, not merely in terms of 
profits for the industry or a limited part of it. In order to increase efficiency 
and decrease waste it may be necessary to prohibit certain practices. Sub¬ 
sidies might be used in order to encourage the introduction of more effi¬ 
cient methods. 

An important issue at the present time is whether the State should co¬ 
ordinate the numerous firms and have them act together as a unit, curtail¬ 
ing production or withholding products from the market in order to maxi¬ 
mize income. The merits and dangers of State control of this type, so far 
experienced, have been discussed in Chapter XXXII. 

The Role of the State with Respect to Labor Unions 

Labor unions have been little discussed in this book. In giving .this all- 
over view of the economy it is necessary here to stress briefly a few points. 
State action of several types seems to be desirable. In the first place, the 
State should foster labor union activity that contributes to efficiency in 
carrying on various activities within firms. Furthermore, it should assist 
labor unions to check the exploitation of its members by employers, that 
which takes the form of low wages, poor working conditions, and inse¬ 
curity of employment. In addition, the State should assist workers in shift¬ 
ing their occupations through providing the information of other work and 
providing facilities for training. On the other hand, the State should check 
restrictive practices whereby one group of workers exploits others or pre¬ 
vents full use of productive resources. 
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The Role of the State in an Industry with Few Competing Firms 

Where there are few competing firms, waste from duplication of services 
and excess capacity tends to bring high cost, and conditions are often fa¬ 
vorable to agreement to restrict output and to maintain prices. Active en¬ 
forcement of the antitrust legislation is needed here. In some cases it may 
be desirable to encourage cooperative organization if the existence of a few 
firms constitutes a bottleneck between numerous firms on one side and 
numerous firms or numerous consumers on the other. 

In some cases, restriction of competition may lead to unused capacity at 
the same time that potential demand is not being satisfied. Systematic in¬ 
vestigation is needed in order to uncover these conditions. Publicity by 
the State on potential demand in relation to present production and produc¬ 
tion costs is a necessary part of making competition function more effec¬ 
tively. 

The State should have sources of information apart from reports pre¬ 
pared by firms from records which arc not accessible to Government ex¬ 
perts. Access by the State to the records of firms is becoming increasingly 
important. The F.T.C. might well assume an important role in revealing 
industrial status and the desirability of expansion, for example. 

In an industry where, because there are only a limited number of firms, 
a good deal of monopoly control prevails, it may be desirable for the State 
to own and operate at least one major plant. This should serve to check 
monopoly prices. Some people hold that the Tennessee Valley Authority 
has demonstrated that phosphate fertilizer, for example, previously sold at 
prices far above cost. Whether or not this be the case, it may be that plants 
serving as a yardstick for measuring costs should be established in alumi¬ 
num, magnesium, meat packing and other places where considerable 
monopoly power in large-scale industry is believed to exist. 


The Role of the State Where There is One Seller Only 

Where monopolies appear to be the most efficient method of carrying on 
certain activities, either State ownership or regulation is necessary. If State 
regulation occurs, it should be directed to efficiency in a broad sense. The 
Commissioner setting the rates should make independent studies of costs, 
and should encourage rather than check the development of substitutes. In 
some instances, collusion between railways and trucking companies has 
served to reduce competition in transportation rates. The matter has been 
investigated by the Antitrust Division. 
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Factors Checking State Action to Increase Competition 

When weighing whether to take steps to increase competition in a given 
situation, legislators are influenced by several things. In some cases they 
may, in all honesty, believe that competition just will not work. For exam¬ 
ple, much State action checking competition, especially that developed dur¬ 
ing and following the depression, was designed to check disorganization 
arising from bankruptcies and other disturbances, and to raise low incomes. 
The reduction of supply involved was ignored as unimportant or less im¬ 
portant than the benefits to some groups. In order that State action be used 
to increase competition as a means of securing maximum efficiency in sup¬ 
plying products and services, it is necessary to find ways of increasing gen¬ 
eral economic stability and ways of distributing income apart from pay¬ 
ments made for services in production or marketing. Competition seems to 
hold greater possibility o£ solving our production than our income prob¬ 
lems. 

Other explanations of failure to increase competition must, however, be 
sought. Competition may be looked upon as a wholesome influence in di¬ 
recting production, and in bringing increased efficiency and more products. 
However, there may be a failure to recognize many of the conditions neces¬ 
sary if resources are to be directed to their most efficient use. Many practices 
exploiting consumers’ ignorance may be considered natural. We have but 
feebly glimpsed the need of producers for many types of information, espe¬ 
cially knowledge necessary in shifting resources from one industry to an¬ 
other. These shortcomings are not strange. We have only recently emerged 
from a relatively simple economic system. In it the selection of goods was 
less complex, alternative uses of resources were more limited, and factors in¬ 
fluencing intelligent decisions in guiding production were relatively simple. 
Changes in demand and methods of production were less rapid, and the 
capital goods less specialized. 

In addition, there has been a failure to conceive of economic welfare in 
a broad sense. The underlying principles affecting relationships in our so¬ 
ciety are very complex. A self-sufficing family or community could readily 
see the possible effect of its policies and plans on group welfare. As terri¬ 
torial and occupational specialization has increased, it has become more and 
more difficult to see how the welfare of various groups is interrelated. At¬ 
tention has been concentrated on separate industry groups rather than on 
consumers or the interrelation of industry groups. The most well-meaning 
legislator may identify social-interest with self-interest. He may try to apply 
the golden rule, to give everyone the condition that he would like for him¬ 
self. Thus if in his experience he has felt the pinch of competition or has 
derived benefits from restraints on competition, he may in all honesty think 
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that the checking of competition is good for everyone. State regulations are 
enacted by people some of whom have little knowledge of economic prin¬ 
ciples, which, after all, are the only means whereby the entire functioning 
of a system can be conceived, and effects of many regulations anticipated. 

Clark in Social Control of Business says: 

Many a man genuinely wants to be moral as his associates see morality, and 
goes on doing as they do, only to suffer a painful shock when the standard of 
his associates has the light of a broader community standard turned upon it. 11 

Gaskill in discussing judicial decisions pertaining to competitive prac¬ 
tices writes: 

The cases cited as instances show clearly that the protection of the public, the 
consumer, is not even in consideration under the present public policy. . . . 
Of course, this is a relic of the antiquated concept of competition as a struggle 
for advantage between individual private property interests which unfortu¬ 
nately still remains the controlling idea in the judicial mind. In it there is not 
the slightest gleam of understanding that competition is a method of operating 
the entire productive-distributive mechanism upon which the welfare of the 
social order depends. 12 

Piece-meal views of the economic system lead to totally false conclusions. 
And opinions about social benefits are for the most part the result of a suc¬ 
cession of ephemeral impressions. Indeed, a very serious question arises. 
Can economic understanding rise to a level sufficient to maintain the pres¬ 
ent high degree of specialization, wherein relationships are far-reaching 
and complex? Must we resort to a more simple form of organization, 
wherein full advantage is not taken of the specialization possible with 
present means of transportation? In a complex society such as ours it is 
difficult to make the concept of universal or even national welfare a reality; 
to make it, as it were, come alive and function. 

Furthermore, groups and individuals who derive benefits from lack of 
competition, or at least think that they do, are opposed to any changes 
which reduce their present advantage, and seek changes that will increase 
it. Some measures are openly designed to benefit some groups at the ex¬ 
pense of consumers in general, as well as some producer groups. The defi¬ 
nite visible benefit to the small group may seem more important to legis¬ 
lators than the costs which are widely diffused. Furthermore, the group 
being benefited may vigorously press its claims, whereas consumers sel¬ 
dom have had spokesmen to emphasize sufficiently the toll they have to pay 
for benefits to a few. 

In some cases purposes are skilfully concealed from the public and even 

11 J. M. Clark, Social Control of Business, p. 9. 

12 N. B. Gaskill, The Regulation of Competition , pp. 144-45. 
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from the legislators. While lip service is given to competition, legislation 
is enacted to cripple competition and to protect incompetence. 

Many restrictions on competition are of long standing. Property values 
have been built up and employment in certain communities and industries 
have become dependent on restrictions being continued. A sudden return 
to competition might be very disrupting. Rather than face the problems 
arising out of reorganization, legislators may feel that it is better to “let 
well enough alone.” Certainly in some situations the abrupt abolition of 
basing-point prices would probably be disrupting. 


Political Influence of Economic Pressure Groups 

Increasing consciousness of economic group interest has been a major 
change of the past few decades. Widespread organization has occurred, 
e. g., in trade associations, labor unions, and farmer groups. These, in their 
political action, are commonly described as pressure groups. Their part in 
economic life is likely to become even more important with extension in 
the scope of State action. The National Association of Manufacturers is 
now among the most powerful of the pressure groups in the United States. 18 

As indicated by earlier discussion, many of these organizations are im¬ 
portant apart from the political pressure that they may exert. Research and 
education are carried on. They provide a means of furthering voluntary co¬ 
operation in practices, many of which are in line with the consumer interest. 
In addition, they afford a means of democratic expression and leadership 
with respect to many economic problems. 

Efforts to exercise political control are directed at many points of the 
process. 

The first battle . . . occurs in the choice of legislators. The second takes 
place in the legislature itself. If business loses that, it resorts to the adminis¬ 
trative agencies charged with the enforcement of the law; if it loses there, or 
sometimes while it is fighting there, it has recourse to the courts; and if it 
loses again, the struggle reverts to the legislature, taking the form of an at¬ 
tempt to amend dr repeal the law. The forces of propaganda are, of course, in 
constant use. 14 

An important part of the action of pressure groups takes place at Gov¬ 
ernment seats—in Washington and State capitols. Bills must be prepared 
for presentation by interested, or even occasionally bribed legislators, and 

18 Among other things, the N.A.M. in 1940 financed an investigation of 800 public school 
textbooks, searching for evidence of subversive teaching 

14 T.N.E.C, Economic Power and Political Pressures, Monog. 26, 1941, p. 8. 
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careful watch kept on all “unfavorable” bills brought up. Washington and 
State capitols swarm with lobbies of various kinds, some permanent, others 
intermittent, with both research and publicity staffs. 

In attempting to further the group interest, techniques of many kinds 
are employed, some of which are highly acceptable to our democratic ideal. 
They consist in the presentation of facts and a discussion of their signifi¬ 
cance to reveal more fully the nature of the issue under consideration. In 
addition, however, collusion, coercion, bribery, and fraud are used. 

“Log-rolling” is one form of political collusion. One group of legislators 
supports a measure promoted by other legislators in order to gain support 
for their own measure. The objective of both groups may be to further 
the interest of small industry groups at the expense of the general public. 

Coercion and bribery may take many forms involving punishments and 
rewards—political power and personal reputation, as well as money, may 
be at stake. Large sums of money may be contributed to campaign funds, 
and wealth in various ways may be transferred to legislators whose votes are 
to be influenced. 

Fraud, i. e., intent to deceive, also takes many forms both in the relation¬ 
ship of pressure groups to legislators and to the general public. Essential 
facts bearing on a bill may be suppressed. False statements may be pub¬ 
lished involving false facts or false interpretation of the significance of true 
facts. Popular slogans and cliches are associated with issues with which they 
have no bearing. Thus prohibition of false advertising was fought on the 
grounds that it would violate “freedom of the press.” Ideals of freedom are 
precious to Americans but they do not include freedom to cheat and de¬ 
fraud. Pressure groups in many ways attempt to show how public interest 
necessitates the support of a bill favoring their interests, even though their 
arguments for the most part are a tissue of lies in which is perhaps caught 
a grain of truth to delude the unwary and uninformed. 

Pressure groups, in their intent to deceive, work under cover. They may 
attempt, for example, to have the facts and interpretations prepared by 
them to influence public opinion presented through channels generally 
looked upon as unbiased. Schools and newspapers are thus flooded with 
statements ready to be presented to classes and in columns. The program 
of public utilities combating municipal ownership of power plants provides 
a notable example of concealed efforts to influence public opinion. 

So-called consumer magazines are frequently used for the propaganda 
of business interests. The Family Dollar, published by the Consumer 
Credit Institute of America, on being launched stressed the Institute’s pur¬ 
pose as “dissemination of information and the publication of literature on 
all phases of credit as it affects consumers.” In 1940 a statement addressed 
to business men reported: 
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Having firmly established confidence among our teacher audience we now 
feel that we can begin the development of die sharper focus of our policy 
which we have had in mind from the beginning. . . . The complete success of 
our program . . . depends now only upon the recognition of its merits by 
business leaders— we have the confidence of teachers, now we must have the 
support of private enterprise. . . . [Italics in the original. 1 

To go hand in hand with the Family Dollar we plan the development of a 
course of study on the secondary school level containing the emphasis of our 
Family Dollar policy. ... It is our sincere belief that our program offers 
business men a unique opportunity to expand their public relations activities 
into a field in which such activity has been sorely needed for some time. A 
dollar spent at this time in promoting such an educational program is a worth¬ 
while public relations investment. 15 

The January 1942 issue of Family Dollar includes an article in which 
consumers are urged to use more soap in order that we shall have more 
glycerine, a product necessary for explosives. The statement seems to imply 
that the production of glycerine and hence of explosives would be curtailed 
if consumers did not expand their use of soap. 

What is to be done about economic pressure groups? In a democratic 
society permitting the rights of free assembly and free speech, one might 
as well forbid the tide to rise as to attempt to prohibit expressions of group 
interest. It is highly important, however, to develop a situation in which 
the net result will be as favorable as possible to society as a whole. But how 
can we turn the enterprise and ingenuity, which now find expression in 
associations, to ends that will contribute to society as a whole? 

What means can be used? Lobby registration might be required, and 
all accounts of income and expenditure of economic pressure groups opened 
to public scrutiny. Such a move would be negative rather than positive in 
its effect. However, under-cover action might be reduced, and both legisla¬ 
tors and the general public might become more aware of the influences 
brought to bear upon them. 

The ideal of the democratic process demands that all groups have their 
cases presented and weighed fairly in deciding on a course of action. Rela¬ 
tive influence of one group can be reduced by organizing and securing 
articulate expression from groups whose interests had hitherto been neg¬ 
lected. Some redress of balance of favors may be secured between groups, 
however, without a satisfactory solution being glimpsed for society in 
general. Many policies adopted in the 1930’$ to protect agriculture and 
labor were the counterpart of policies that had on many occasions been 
bitterly censured. 

Complete, not partial, views of society are necessary if satisfactory policies 
are to emerge. 


,B Quoting from Consumer Education, Dec. 1940. 



COMPETITION AND OTHER CONTROLS 573 

Consumer Organizations 

Clark, in his book Social Control of Business, writes: 

Some groups are more inclusive than others, and the more inclusive a group 
is, the better socialized is the control which it exercises. One of the difficulties 
of control lies m the fact that the groups whose voice speaks loudest to a given 
individual are precisely those smallest groups which are farthest from express¬ 
ing the interest of the whole community. 16 

The consumer interest is broader than that of any other economic group. 
A growth in its strength may help to bridge the gap from a partial to a 
more complete view. This possibility was doubtless responsible for the ap¬ 
pointment of consumer representatives on many of the control agencies of 
the New Deal. The Consumers' Counsel of the AAA. and the Consumers’ 
Division of the National Bituminous Coal Commission still exist 17 The 
possibility of such consumer representation was to some people very im¬ 
pressive. Those familiar with the history of such representation, always 
specifically assigned to an advising capacity, know, however, that within 
various administrations advice was more commonly ignored than heeded. 
Suggestions were dubbed as radical, proposals labeled obstructionist. The 
old patterns of viewing the economy piece-meal, of gauging benefits in 
terms of property values of limited groups, cannot be easily changed. Nev¬ 
ertheless, these representatives have probably helped to increase public un¬ 
derstanding of various policies. 

The Advisory Committee cooperating with Borden in his recent study 
of advertising is of the opinion that 

It is short-sighted of businessmen to oppose the development of a strong Con¬ 
sumer Movement. Under a free-enterprise system consumers have fully as 
much right to organize as does labor. Furthermore, the Consumer Movement 
is one of the corrective forces which keeps the economic machine in proper 
balance. 18 

Consumers’ organizations, apart from State appointed representation, 
have important roles in promoting desirable legislation and obstructing 
that which is undesirable. Especially active have been the Consumers’ Na¬ 
tional Federation, the American Association of University Women, the 
American Home Economics Association, and Consumers’ Union. Because 
of sheer numerical strength the policies of the General Federation of 
Women’s Clubs, for example, have gained political attention. 

16 Op. ctt., p. 8. 

17 Other New Deal consumer agencies and representation came to an end in 1939 after 
repeated metamorphoses. For extensive discussion, see P. Campbell, Consumer Representa¬ 
tion in the New Deal, 1940. 

18 The Advisory Committee cooperating with N. H. Borden, in his study The Economic 
Effects of Advertising , 1942, pp. xxxix-xl. 
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Some people feel that consumer participation in legislative action is 
bound to be feeble. They point not only to the relative lade of organization, 
but also to the dual interest of every individual as an income receiver as 
well as a buyer. Goods enjoyed can be increased in two ways: through in¬ 
creasing money income, prices remaining the same; or through getting 
more for a given money income dther through selecting more wisely from 
the goods available, or through a fall in prices. People in large measure are 
unaware of the waste occurring in market selection, and, as a whole, are 
much more likely to press for higher incomes than to urge lower prices. 
Incomes may often appear more amenable to control. It may appear easier 
to get a io per cent increase in income than to bring prices in general down 
io per cent. A io per cent decline in even the most important single com¬ 
modity purchased would, in most cases, result in little improvement. 

On matters touching their own income, people may be expected to act to 
protect it. State polidcs affecting the income of any one group are relativdy 
few in contrast with those affecting the price and quality of the products 
they buy. Consequently, it seems reasonable to expect that most people most 
of the time, and on any one issue most people all of the time, might be 
counted on to take the consumer point of view if they understand the na¬ 
ture of the issue. Only the very wealthy are likdy to be indifferent to the 
prices of products that they have to buy. 

To strengthen the influence of consumer organizations on legislation, 
some people feci that a Federal consumers’ agency is important—either a 
bureau or a department. Such an agency could, for example, carry on re¬ 
search, publish periodic reports that would guide policy, and testify in be¬ 
half of the consumer interest at committee hearings. These matters are, to 
be sure, not entirely overlooked by present Government agencies. It is felt, 
however, that consumers’ interests might be furthered by a separate agency 
in which these activities were concentrated and expanded. 

Montgomery believes that such an agency should be authorized 

(x) to represent the interest of consumers in all the functions of Govern¬ 
ment where that interest is or may be affected; 

(2) to furnish expert consumer advice to the administrators of Government 
programs which relate to the consumer interest; and 

(3) review and report on the activities of Government from the viewpoint 
of their effect upon consumer welfare. 

He further states: 

To carry out these duties, a Federal consumer agency would need to have 
access to mformation upon which administrative decisions are made, subject, 
of course, to the usual safeguards against the disclosure of information that is 
confidential. Where administrative decisions are based upon formal hearings, 
the consumer agency should have a right to appear and be heard and to have 
the right to file briefs and make oral argument in formal proceedings. 
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Where decisions in the shaping of programs are arrived at by informal pro¬ 
cedures, it should be the duty of the consumer agency prior to the decision to 
advise the administrator with respect to the consumer issues involved. It would 
be desirable for it to have the further function of reviewing Government pro¬ 
grams from time to time so that more definite judgment as to their consumer 
results might be arrived at. I propose, therefore, that this agency be authorized 
to make such studies, and in doing so to join forces with research units in the 
various departments concerned and to transfer funds to them for that purpose 
when that would promote economy and more prompt and adequate results. 

The consumer agency which I propose should be required to report to Con¬ 
gress on the steps taken by it to promote and protect the interest of consumers 
in Government programs and on the results achieved. In addition it should be 
authorized to publish information to the consuming public on the programs 
and activities of the Government. Such publication should be in popular and 
readable form which the average citizen would find both interesting and in¬ 
formative . 19 


Importance of Research 

No matter how improvements are introduced, whether through increased 
competition, consumer cooperatives, State planning, self-government of 
industry, or some or all of these, information is needed to formulate wise 
policy. Ignorance is a major handicap to maximum efficiency. Information 
is needed for intelligent foresight and corrective hindsight. It should both 
precede the adoption of a policy and follow after to gauge its results. 

At the present time, thousands of research projects are under way which 
study marketing problems from one angle or another. 20 Out of the thou¬ 
sands, few are carried on with the prime purpose of getting satisfactory 
products to consumers at lower cost. More frequendy they are attempts to 
discover changes which will bring a particular group a larger share of the 
consumer’s dollar. The findings from these may indireedy lead to a higher 
level of efficiency and lower prices to consumers. Studies seeking merely 
to discover better ways of exploiting consumer ignorance or of restricting 
competition hold no such possibility. 

Benefits from research depend on the importance of the problem being 
studied, the honesty and efficiency with which it is investigated, and its 
findings recorded and interpreted. It is only natural that research carried 
on by commercial firms should be directed to their own interests, and that 
their findings, in so far as they might tend to help competitors or lower 
consumer demand, should be kept secret. Consumers need expect no help 
here which is not in line with profit-making interests. 

But what of Government bureaus? No Government department is first 

19 Recommendations of D. E. Montgomery to the T.N.E.C., Feb. 24,1941. 

20 See, for example, Market Research Sources , Dom. Com. Ser., no. 55, 1936. M A handbook 
covering every phase of domestic marketing research since 1931.** 
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and foremost interested in consumers, nor in efficiency in a broad sense. 
The Departments of Agriculture and Commerce, those most directly con¬ 
cerned with markets and allocation of resources, are, in the main, hand¬ 
maidens to agriculture and commerce respectively. The projects investi¬ 
gated are, in large measure, dictated by profit interests. In some cases 
research workers in Government bureaus are paid by commercial firms. 
Findings of research are not always disclosed to the public. And in a few 
cases it would seem that published findings and conclusions are distinedy 
biased in favor of commercial interests. 

Research in colleges and universities bearing on improvement problems 
is at times similar to that carried on by Government bureaus. In many cases 
projects are undertaken in cooperation with commercial firms. When this 
is done more than ordinary care must then be taken in order to see that 
thoroughly unbiased methods are used, and that the findings in full are 
published. In addition, universities and colleges are, for the most part, en¬ 
gaged in training people for professional positions. In most of these the 
commercial rather than the consumer or public point of view is predom¬ 
inant. 

In spite of its limitations research nevertheless has paved the way for 
many important improvements. As a result of certain studies cost has been 
reduced by concentrating on varieties and qualities most desired by con¬ 
sumers, grading and sorting in the local and central markets has developed, 
some informative labeling has been introduced, consolidations and integra¬ 
tion in agencies bringing greater efficiency have occurred, better facilities 
have been provided in central markets, cross hauling has been reduced, 
improvements have been made in market news service, important State 
regulations have come into existence. 

There is great need for a continued systematic, thorough, and honest 
search for ways and means of increasing efficiency. And efficiency should 
be interpreted in its broadest sense from the standpoint of society. Special 
attention should be given to the effect of restrictions on competition, on 
price, and on the use of productive resources; to-price trends of consumer 
goods, to the development of standard measurements for important quali¬ 
ties. 


Education is Needed 

Education of consumers has already been discussed. The education of 
business and labor groups is also important. This is necessary in order that 
their efficiency be increased by shifting to new types of business, in using 
efficient methods in performing various functions. They also need greater 
knowledge of the functioning of the economic system as a whole. Little is 
to be gained from reviling business and labor groups as shameless exploit- 
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ers, or condemning them for sins o£ which they are not even aware. Layer 
upon layer of ignorance and prejudice need to be sloughed off. Among 
other things, interpretation of the consumer movement is needed. Some 
sound education along this line has been started. 21 It needs to be expanded. 

It is also important to extend, to the members of industry including those 
inactive and those outside the organization, education on the relation of 
business and labor policies to social welfare; and to strive to get a broader 
participation in policy formulation. It seems highly probable that profes¬ 
sional leaders, especially lobbyists and even some State officials, have a 
narrower point of view, are less willing to compromise to general welfare 
than is the rank and file of an industry, both entrepreneurs and labor. 

A Program for Control 

Control has been the major theme throughout this book. A few addi¬ 
tional observations may be helpful in focusing attention on broad issues. 
Control is inconceivable without purpose. Certain defects of social policy 
at the present time are due to the absence of an integrated coherent policy 
against which to view the separate issues. General welfare needs to be 
spelled out in terms of specific things, attainable and measurable. There 
should be continued concern for immediate and pressing problems. In the 
midst of these, policies need to be formulated, agencies established, and 
competent administrative staffs built up that will not only cure former ills, 
but also minimize the new frictions and problems likely to develop. 

Richberg, whose experience with the N.R.A. gave a chance to view the 
working of some controls at close range, states: 

The fact is . . . that our industrial system is now subjected to a variety of 
badly organized, conflicting, inefficient, and often incompetent, controls. . . 22 

Can we find our way to more efficient controls? Courage, integrity, per¬ 
severance, and systematic effort arc among the things needed. Just now 
the tempo of change is swift. Adjustments in patterns of control must keep 
pace. We are still very far from seeing clearly the role of the State other than 
in war. There are outbursts of distrust against State action, denunciations 
of existing interference, and fear of any increase; at t the same time in¬ 
dustries arc seeking an extension of Government aid in the form of admin¬ 
istrative controls, bounties, and tariffs. Clearly an experimental approach 
is needed with investigation and enlightened criticism. 

Again and again compromise between various social objectives may seem 

21 See for example K. Dameron, “How Advertisers can Help Consumer Education Move¬ 
ment,” Printers' Ink,, vol. 190 (March 29, 1940), 13-15. 

22 D. R. Richberg, “Reappraising the Anti-trust Laws,” The New Outlook in Bustness 
(ed. by B. Batchelor), 1940. 
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necessary. Prices are a major means of directing the use of productive re¬ 
sources. They are also a major means of getting incomes to people. In what 
circumstances is interference with full production justified or desirable? 
One guiding principle is proposed. Reduction in productive efficiency and 
the existence of idle resources should be tolerated only if the major part 
of any increase in income, either from higher prices or State subsidy, goes 
to alleviate poverty. If society has less total product and no improvement 
in distribution of income, there can be no social gain. Furthermore, reduc¬ 
tion in production should be accepted only as a temporary measure. 

There arc in sight no simple solutions to many problems. Some things 
are clearly accepted as desirable. Others as clearly undesirable. Many others 
are in the twilight zone. Laws to further the purposes and ideals of one 
group usually, if not always, restrict the benefits of others. We may adhere 
to the principle that contending parties must not harmonize their interest 
at the expense of the public, but we are far from seeing clearly where it 
detracts from public interest. We may accept the principle that fair compe¬ 
tition is good and unfair competition is bad. We are, however, still faced 
with making distinctions between them. 

This uncertainty concerning effects of many policies cries aloud for im¬ 
proved knowledge. Clearer conception of issues and better systems of 
measurement are needed. Less personal opinion and more expertness are 
necessary in formulating legislation and in administering it. Experts pro¬ 
viding the facts and judgment must be dissociated from economic interests 
involved. 

George Washington long ago appealed to the people of the United States 
“to forget their local prejudices and policies, to make those mutual conces¬ 
sions which are requisite to the general prosperity, and in some instances 
to sacrifice their individual advantages to the interest of the community.” 28 
This advice will bear frequent repeating if sound internal policies are to 
be developed and if the United States is to play a constructive role in the 
larger setting of the world economy. Society is face to face with the need 
for finding new ways of working together to the mutual advantage of all. 

29 New York. Times Magazine , Feb. 23, 1941, p. 6. 
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APPENDIX I 

OUTLINE FOR THE STUDY OF THE MARKETING OF 
A SELECTED PRODUCT OR COMMODITY 

A. General Method 

1. Select some product sold in the retail market and follow it through the 
various processes of marketing according to the topics suggested below. If 
the product is made of more than one raw material, select the most impor¬ 
tant one only for a study of the raw materials market Take reading notes 
on cards numbered according to the oudine, for example, on a card 1,9, put 
all the information on storage from*all sources, on card II,1, put all the 
facts pertaining to financing. For some commodities selected certain topics 
listed below will not be used. For example, in some cases there are no by¬ 
products, as a consequence 1,8 will be omitted; in other cases there is no 
manufacturing and 1,6 will be omitted. In your reading note the date of 
publication and try to cover all important recent literature pertaining to the 
commodity. Make comments throughout regarding the significance of facts 
and opinions read. Be on guard against incomplete facts and inaccurate de¬ 
ductions. Aside from getting thoroughly acquainted with the commodity 
you study, this problem should help you to understand the marketing sys¬ 
tem in general. 

2. Products suitable for study include, for example, most of the major textile 
fibers, the important foods, shoes, furniture, paper, silver, aluminum. 

3. A general marketing text is a good starting point for many products, for 
example, Clark, Principles of Marketing, Pyle, Marfa Principles , Converse, 
'Elements of Marfaing, Malott and Martin, Agricultural Industries . Get 
acquainted with the various Government publications, including the census 
of manufacture, of distribution, and of agriculture, the monthly reports of 
United States Bureau of Foreign and Domestic Commerce, and other special 
reports made from time to time. Use the various readers’ guides to current 
periodical literature. 


B. Outline of Topics 
part 1 

1. Areas where the, bulk of raw materials composing the product, used or 
raised in the United States, are produced. Approximate quantities in each. 

579 
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Qualities in each. Any effort to extend or restrict areas of production. (Be 
brief.) 

2. Special difficulties of production, as climate, insect pests which affect price 
and quality of goods. (Be brief.) 

3. Special transportation problems or arrangements, if any. 

4. Middlemen who help in concentrating products in local markets. Functions 
and special problems. 

5. Middlemen who sell to factories in so far as they are not covered in 4. 
Functions and special problems. 

6. Specialization of manufacturing plants. Why it occurs. 

7. Grading of raw materials which occurs. Where? Extent to which product 
turned out by factory is labeled with information as to important quali¬ 
ties. Difficulties involved in further informative labeling. 

8. By-products, their importance. 

9. What storage occurs at different stages. Refrigeration, its effect on price 
and quality. 

10. Dispersal agencies for finished goods including commission merchants, 
brokers, and jobbers. 

11. Methods of retailing and relative importance of each. Retailers’ costs and 
special factors affecting them. 

12. Style factor. Rapidity of style changes, factors affecting, and effect of 
changes on prices and marketing practices. 

13. Special consumer sales methods. Extent and kind of advertising. Impor¬ 
tance of misrepresentation. » 

14. Relative volume of sales of different grades, types, etc. (If product is not 
manufactured this point is covered in 1 above.) 

15. Changes in per capita consumption in recent years, particularly with refer¬ 
ence to U.S. Relation to competing consumers’ goods and change in pur¬ 
chasing power. 

16. Recent efforts to increase consumption. 

17. Sales organizations of U. S. firms abroad. Efforts of U. S. Dept, of Com¬ 
merce, Bureau of Foreign and Domestic Commerce tending to increase 
consumption abroad. 


part n 

1. Financing the marketing of the product at different stages including con¬ 
sumer credit if any. 

2. Risks and risk-bearing at different stages. Market estimates and forecasts 
to reduce risk. Organizations providing market news. 

3. Scale of production or processing. Factors affecting it. Combinations and 
monopoly and presumptive effect on price. 

4. Part the product plays, in its various stages, in export and import trade 
of U.S. 

5. Tariffs and other trade restrictions which check free movement of goods. 
Their effect on supply and price. Recent changes in tariffs and present 
policy. 

6. Appraisal of general efficiency #f the marketing organization. What is 
being done at present time to promote efficiency? List any inefficiencies 
noted. 
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7. The extent to which cooperative marketing occurs. 

8. Associations of producers and marketing agencies and their work. 

9. Price policies, price guarantees, and resale price maintenance. Regulations 
affecting price at various stages. 

10. Research now going on likely to affect marketing of product at any stage. 

11. Efforts to protect or educate consumer by: 

a. Consumers’ organizations 

b. Producers’ organizations, including trade associations 

c. State Government 

d. Federal Government 


part in 

In chart form trace the market agencies handling the product. Summarize 
in about 600 words what you consider arc the essential points in the marketing 
of your product, and what is being done at present to increase market effi¬ 
ciency. Prepare a bibliography of the most important references. 
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SELECTED BIBLIOGRAPHY AND SUGGESTED QUESTIONS 
AND PROBLEMS 

Chapter I 

Sorenson, H., The Consumer Movement, 1941. 

1. Distinguish clearly between the producer and the consumer interest. 

2. Select a group of business magazines and follow through, beginning in 
1934, editorial references to consumers’ organizations. 

3. What attempts have been made by special-interest groups to use “consum¬ 
ers* organizations” in your community? 

4. Enum erate the factors in the war situation likely to affect the “consumer 
movement.” 


Chapter II 

Alexander, R. S., and others, Marketing, 1940, ch. 24. 

Brown, L. O., Market Research and Analysis, 1937, especially chs. 2 and 3. 

Frey, A. W., Manufacturers' Product, Package, and Price Policies, 1940* 
especially chs. 15 and 16. 

1. Point out the major differences and similarities between customer research 
designed to increase sales, and consumer research carried on by consumer 
educators. 

2. Select an example of customer research pertaining to (1) a brand, (2) a 
product, and (3) retailing services; indicate information provided of interest 
to consumer educators. 

3. How do consumers let their wants be known? Suggest improved methods. 

Chapter III 

1. Assemble all important available data throwing light on family incomes 
and expenditures and buying practices which would serve to indicate family 
marketing problems. Do this for (a) your State, (b) your local community. 

Chapters IV-VI 

Coles, J. V, The Consumer-Buyer and the Market, 1938, chs. 3 and 4. 

1. Give an example to show how good buying technique and poor consump¬ 
tion may be found together. 

2. Make a list of rules of procedure to guide consumers which you feel would 
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(1) save money for the consumer, (2) save time for the consumer, (3) 
save both time and money, (4) reduce marketing costs. Consider factors 
which stand in the way of these rules being widely adopted. 

3. List the various factors to be taken into consideration in choosing a store 
to patronize. Point out and briefly explain the family circumstances which 
are likely to influence the relative importance of these factors. 

4. One investigator reports on how consumers select the retailer they patron¬ 
ize: “Of all the points of distinction none was so frequendy emphasized 
as the merchant’s interest in his customer.” In descending order the im¬ 
portant characteristics were: interest in customer, well-organized business, 
uniform quality of merchandise, satisfactory adjustment, a stable business, 
honesty, impartial treatment to all, a full line of merchandise, and a will¬ 
ingness to accommodate clients. “In no case was the low price of goods an 
outstanding characteristic of successful customer appeal.” Wyand in his 
book. Economics of Consumption, p. 149, in referring to this and other 
studies, says: “On the basis of these and numerous other studies, one is led 
to the conviction that price and quality of merchandise have little to do 
with where one chooses to buy.” Discuss. 

5. Mr. Brown, a farmer, is planning to buy a pair of shoes. He finds that 
Sears, Roebuck & Co. will sell for $3.00 the same shoe which the country 
store near by sells for $3.75. The latter advertises, however, “Keep your 
money at home; patronize home dealers.” What things do you think Mr. 
Brown should take into consideration in deciding where to buy? 

6. Make a study of your local stores’ price differences according to quantity 
purchased. 

7. Make a list of questions concerning prices which you feel should be an¬ 
swered before a person can buy intelligently. 

8. On a single day price a selected brand in all local stores handling it. 

9. Study local newspapers to determine the kind and extent of price informa¬ 
tion. 

10. Outline the procedure for a study of selected consumer buying practices 
for the purpose of revealing relative efficiency. 

11. Contrast the position of the household buyer with that of the commercial 
buyer. Discuss the significance of the contrast. 

12. Make a list of market practices designed to exploit consumer ignorance. 


Chapter VII 

American Association of University Women, Scientific Consumer Pur¬ 
chasing, 1939. 

American Home Economics Association, Consumer Education Service 
(monthly publication). 

Bennett, H., More for Your Money, A Buyer's Guide, 1937. 

Brindze, Ruth, How to Spend Money, Everybody's Practical Guide, 1935. 
Consumer Education Journal, current issues. 

Consumers’ Counsel Division A.A.A., Consumer Services of Government 
Agencies, 1937. 

Consumers' Guide, current issues. 
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Consumers 9 Research Bulletin , current issues. 

Consumers 9 Union Report, current issues. 

Dana, M., Behind the Label, 1938. 

Government Publications of Use to Consumers, Supt. of Documents, Wash¬ 
ington, 1934. 

Household Finance Corporation, Better Buymanship, current issues. 

Institute for Consumer Education, Stephens College, Proceedings, National 
Conference on Consumer Education, 1939, 1940, 1941. 

National Association of Better Business Bureaus, Proceedings of Confer¬ 
ence on Business-Consumer Relations, 1940, 1941. 

U. S. Office of Education, Consumer-Buying in the Educational Program 
for Homemaking, Vocational Education, Bulletin 182,1935. 

1. Bingham, in Food Industries, vol. VII (1935, Oct.), 181, reports on how 
families buy food. Read this article. Outline briefly what it suggests to you 
concerning the need for consumer education. 

2. List fully the agencies carrying on work in your community in consumer 
education. Weigh the relative importance of various aspects of consumer 
education. In which phase is education most adequate? Less adequate? 
What groups are reached? Find out what you can about other communi¬ 
ties. 

3. “Education of the consumer is the principal means by which greater effi¬ 
ciency in market selection can be secured.” Discuss critically. 

4. List important sources of information of practical value to consumers. 
Grade these on the basis of dependability, and scope of information. 

5. Investigate the work being done by the American Medical Association in 
research and the dissemination of information which would benefit the 
consumer buyer. 

6. Evaluate Family Dollar, Consumers 9 Information Service, The American 
Consumer, Consumers 9 Digest, Consumers 9 Research, and Consumers 9 
Union as media of consumer education. Consider scope and accuracy of 
information and interpretation provided. 

7. Give as many reasons as you can why people do not make fuller use of 
the expert advice which is available. 

8. Prepare plans for a film which you feel would be helpful in lectures or in 
a course in consumer education. 

9. Make a list of the items which you consider might well be a part of a 
community “Consumer Education Exhibit.” 

10. Oudine an educational program which you consider might be undertaken 
or sponsored by county consumer councils. 

Chapter VIII 

Kyrk, Hazel, Economic Problems of the Family, 1933,XXII. 

1. Describe additional criteria of a good market that you would set up. 

2. What kind of variety do*you feel might be cut without disadvantage to con¬ 
sumers? 
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Chapter IX 

Clark, J. M., Social Control of Business, 1939, chs. I and II. 

Kirsh, B. S., Trade Associations in haw and Business, 1938. 

Temporary National Economic Committee, Trade Association Survey, 
Monog. 18, 1941. 

1. Summarize the main points brought out by Clark concerning the function 
of the State in the “Social Control of Business.” 

a. Select a particular trade association and find out all you can about its or¬ 
ganization and activities with special reference to marketing. (See, for 
example, trade association periodicals, and talk with local business men.) 


Chapter X 

Alexander, R. S., and others, Marketing, 1940, especially chs. 17-20 and 
27-30. 

Braithwaite, D., and Dobbs, S. P., The Distribution of Consumable Goods, 
1932, chs. II-VL 

Clark, F. E., Principles of Marketing, 1932, chs. II and XV-XVIII. 

Pyle, J. F., Marketing Principles, 1936, ch. IV. 

Temporary National Economic Committee, Problems of Small Business, 
Monog. 17,1941; especially chs. 17-18. 

1. Describe the various marketing functions outlined in Chapter X with special 
reference to a particular commodity. List the important characteristics of 
the commodity affecting its marketing. 

2. For each of the major functions discussed point out its relation (1) to the 
other functions, and (2) recent changes affecting it. 

3. What functions might be carried on at less expense if additional information 
were available? Why is the information not available? What is being done 
about the deficiency? 

4. “The expense connected with the care of stored wool increases the cost of 
wool.” Is this a true statement? 

Chapter XI 

Alexander, R. S., and others, Marketing, 1940, especially chs. 6-13. 
Braithwaite, D., and Dobbs, S. P., The Distribution of Consumable Goods, 
1932, chs. VIII, X-XI. 

Clark, F. E., Principles of Marketing, 1932, chs. III-V and VII-X. 

Pyle, J. F., Marketing Principles, 1936, chs. V and VIII. 

Temporary National Economic Committee, Large-Scale Organization in 
the Food Industries, Monog. 35; 1940, ch. II. 

Temporary National Economic Committee, Problems of Small Business, 
Monog. 17, 1941, ch. XV. 
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U. S. Bur. For. & Dom. Com., Effective Grocery Wholesaling, Economic 
Series, 14,1941. 

Zorn, B. A, and Feldman, G. J., Business Under the New Price Laws, 
1937, ch. L 

1. Describe the market structure of two very different commodities. 

2. List the characteristics of commodities, their production, and demand, which 
influence the marketing channels through which goods move. In case of 
each characteristic listed explain how it affects the marketing channel fol¬ 
lowed. 

3. Point out the important changes which are taking place at the present time 
in the channels of distribution. What factors are responsible for these 
changes? 

4. Discuss the types of integration going on in the marketing system. Point 
out the basic reasons for these changes. What businesses in your community 
are part of the movement toward integration? 

5. Restaurant owners at some times have pressed for the sale of cooked food 
only in restaurants. Drug store dealers have maintained that drugs should 
be sold in drug stores. Discuss. 

6. “Save. Cut out the middleman.” Appraise this slogan. 

7. Are there too many middlemen? Discuss, showing clearly your basis of 
appraisal. 

8. Purdy in Mass Production (1936) proposes that through personal budgets 
wants be planned in advance and totaled by a central agency. Then bids 
would be called for. It is argued that in this way prices could be lowered 
by cutting out middlemen. Discuss the scheme. 


Chapter XII 

Beckman, T. N., “Criteria of Marketing Efficiency,” Annals Am . Acad., 
vol. CCIX (1940, May), 133-40. 

Braithwaite, D. and Dobbs, S. P., The Distribution of Consumable Goods, 
1932, chs. I—II and X-XIII. 

Clark, F. E., and Weld, L. D. H., Marketing Agricultural Products in the 
United States, 1932, pp. 453-479. 

Nystrom, Paul H., Economics of Retailing, 1930, vol. II, pp. 540-43,561-85* 

Temporary National Economic Committee, Problems of Small Business, 
Monog. 17,1941, especially pp. 7-44. 

Twentieth Century Fund, Does Distribution Cost Too Much?, 1939. 

1. List and discuss the major changes of the past seventy years which have 
increased the importance of marketing costs. What factors are likely to 
influence costs in the future? What is the relative importance of these? 

2. “The desire of consumers for new and varied products and for special 
services practically forces the whole trade to provide them. The failure of 
one dealer to do so is quickly capitalized by his competitors.” Discuss. 
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3. List the important sources of information concerning marketing costs. Se¬ 
lect a study from each source. Study the data given and list those which 
you feel have special significance to consumers. Give reasons. 

4. Why do marketing costs receive so much criticism? See F. E. Clark, Prin¬ 
ciples of Marketing, p. 573. 

5. Are there any marketing services which you consider to be unnecessary 
or practices which you consider are wasteful? If so, what are they and 
what might be done about them? In what way are these affected by con¬ 
sumer practices? 

6. To what extent is the seller able to pass on to the consumer expenses which 
are caused by inefficiency, duplication, waste, and other such things which 
in no way serve the consumer? 

7. Clark, p. 567, says, “Consumers are so played upon by the competitive 
efforts of merchandisers that they arc held to have developed unwise and 
extravagant demands.” Discuss. 

8. Discuss the marketing economies likely to come from simplification. 

9. Weld lists the following as defects in retailing: (1) Unnecessary duplica¬ 
tion of services; (2) Poor buying so that goods are stocked which cannot 
be sold at a price covering cost; (3) Misrepresentation; (4) Poorly trained 
clerks; (5) Too liberal credit policy to consumers. Discuss these, evaluat¬ 
ing their importance and indicating how improvements might be brought 
about. 

10. “Widespread inefficiency is inevitable among small-scale retailers.” Do you 
agree? What different measures of efficiency might be applied? 

11. Discuss fully the relation of consumer ignorance to marketing practices, 
and cost. 


Chapter XIII 

Clark, F. E., Principles of Marketing, 1932, chs. XI-XIIL 

Duncan, D. J., and Phillips, C. F., Retailing , 1941. 

Nystrom, Paul H., Economics of Retailing, 1930, vol. I, chs. IV, VI, VII, 
and X. 

Pyle, J. F., Marketing Principles, 1936, ch. VI. 

1. Discuss the good and the poor features of the retailing facilities in your 
community. What factors do you feel are responsible for the poor features? 

2. Compare the status of retailing in your State, as indicated in the census of , 
distribution, with that of the United States. 

3. What are the present trends in retailing and the factors bringing about these 
trends? 

4. “The growth of mail-order houses was made possible by quick and cheap 
transportation facilities.” “Improved transportation facilities have begun to 
threaten the existence of mail-order houses. With which of these statements 
do you agree? 

5. Discuss present trends in department store policies. 

6. What are the most recent developments of supermarkets? What changes 
are they bringing in other types of retailing? 
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Chapter XIV 

Baker, Jacob, Cooperative Enterprise, 1937. 

Burley, O. E., The Consumers* Cooperative as a Distributive Agency, 
* 939 - 

Child, M., Sweden, the Middle Way, 1936. 

Elliott, S. R., The English Cooperatives, 1937. 

U. S. Bur. of Labor Statistics, Organization and Management of Con¬ 
sumers* Cooperative Associations and Clubs, Bui. 598, 1934. 

1. Trace the history of consumers’ cooperative retail stores in the United 
States. Discuss factors influencing their growth. 

2. “Consumers’ cooperatives constitute a way of increasing efficiency in per¬ 
forming a limited number of functions.” “Consumers* cooperatives consti¬ 
tute a way of reorganizing the economic system.” Discuss. 

3. Trace the history of the local consumers* cooperatives that have been started 
in your community. What factors made for their success or for their failure? 

4. Discuss the advantages and disadvantages of a passive price policy on the 
part of consumers* cooperatives. 

5. Some people are of the opinion that since cooperatives do not handle the 
poorest quality they cannot be expected to serve the lowest income groups. 
Discuss. 

6. Select a book, recently published, bearing on consumers* cooperatives. Write 
a critical review. 


Chapter XV 

Nystrom, Paul H., Economics of Retailing, 1930, vol. I, chs. IV and X. 

r. “Every city with a population of 10,000 or over should have a public mar¬ 
ket.” Discuss. 

2. There has been a rapid increase in the number of communities restricting 
house-to-house selling. Does this trend hold disadvantages for consumers? 
Discuss. 

3. What factors are responsible for the changes in the importance of the gen¬ 
eral store? 


Chapter XVI 

Beckman, T. N., and Nolen, H. C., The Chain Store Problem, 1938, es¬ 
pecially chs. VI-VIII and X-XII. 

Daughters, C. G., Small Business Research and Education, 77th Cong., 
1st Session, Senate Committee Print no. 7, 1941. 

Federal Trade Commission, Final Report of Chain-Store Investigation, 

* 935 - 

Lee, M. W., Anti-Chain Legislation, Univ. of Chic., Studies in Bus. Adm., 
vol. 9, 1939. 
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* Nystrom, Paul H., Economics of Retailing , 1930, vol. I, eh. XII. 

Pyle, J. F., Marketing Principles , 1936, eh. VII. 

Temporary National Economic Committee, Monog. 35, especially chs. II 
and X. 

1. Discuss classifications of stores, and products important in making price 
comparisons between stores. 

2. Someone uses census data to support his claim that independents are after 
all really more efficient than chains. He states, “In 42 lines of retailing the 
U. S. Census of Business shows the average expense cost of independents 
to be only (22.90 tor each $100 of sales as agamst $24.90 tor the chains.” 
Discuss. 

3. “Chain store taxes ARE primarily intended to halt the expansion of the 
chains; however, except for adjustment of prices to eliminate loss leaders, 
there is no sound reason to believe that chain taxation would necessitate 
increases in prices to the consumer to any degree. Chains would simply 
find themselves on a more truly competitive basis with independent stores, 
which now pay heaviest taxes. Although the chains would doubtless have 
an inclination to pass these justifiable taxes on to the consumer, they would 
find the competitive situation such as to prevent them from making unwar¬ 
ranted increases.” Examine this statement and discuss. 

4. “Efficient management is not an inherent advantage of chain stores. There 
is no reason why the individually owned store cannot be managed with 
equal or greater efficiency.” Discuss. 

5. One of the charges made against chain stores is that ‘They disorganize 
marketing, forcing adjustments all along the line, and thus raise the cost 
of marketing.” Describe fully what is meant. To what extent, if any at all, 
is it true? 

6. Senate Document 82, 73rd Congress, Chain Store Wages, p. 1: “If . . . 
certain kinds and sizes of chains pay wages to employees which are ma¬ 
terially below those of other competing types of retailers, the competitive 
position of the latter is unfavorably affected thereby ” Discuss. 

7. A secretary of a State council of independent merchants is reported as at¬ 
tacking chain stores because: “Two men in a chain do the work of'seven 
in an independent retail unit . . . one delivery truck in a chain organiza¬ 
tion does the work of 14 in independent merchandising units.” Discuss. 

8. What arguments are used to support the contention that chain stores pauper¬ 
ize the community? Analyse these arguments. 

Chapters XVIII-XIX 

Clark, Evans, Financing the Consumer , 1931, chs. II, III, and VI. 

National Bureau of Economic Research, Studies in Consumer Instalment 
Financing, 1940 and 1941. 

Nugent, Rolf, et al., Wage Executions for Debt , U. S. Bur. of Labor 
Statistics, Bui. 622, 1936. 

Symposium on “Installment Selling,” Law and Contemporary Problems, 
vol. II, 1935. 

U. S. Bur. of For. Trade and Com., Retail Credit Survey . Latest report. 
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1. What arc the approximate charges in the following instances, stated as a 
percentage of the actual credit granted? (a) A studio couch: cash price $38, 
installment price $45, terms $5 down and $5 a month, (b) A stove: cash 
price $37.95, installment price $44.00, terms $4 down and $5 a month. 

2. Prepare an ou tlin e of a talk on the subject of installment buying suitable 
for an adult education group in your community. 

3. Some people claim that the installment purchaser is not a “necessitous bor¬ 
rower” and hence does not need the same protection from the law as is 
given under the Small Loans Act. Discuss. 

4. Get a copy of an in s tallm ent purchase contract used in your community* 
Point out its defects and merits. 

5. What is the law relating to installment selling in your State? 

6. List as many suggestions as you can for regulations to check the abuses of 
installment credit. 

7. Discussion of the chan ges affecting attitude to thrift presented in Annals of 
Am . Acad,, vol. 196 (1938, March). 


Chapters XX-XXII 

Baster, A. S. J., Advertising Reconsidered, 1935. 

Borden, N. H., Economic Effects of Advertising, 1942, especially the “State¬ 
ment of the Advisory Committee.” 

Braddock, A. P., Applied Psychology for Advertisers, 1933, especially sec¬ 
tions A and B. 

Braithwaite, D., and Dobbs, S. P., The Distribution of Consumable Goods, 
1932, ch. VII. 

Burtt, H. E., Psychology of Advertising, 1938, especially chs. I-VIII. 

Committee on Consumer Relations in Advertising, Information in Ad¬ 
vertising, 1941. 

Hopkins, C. C., My Life in Advertising, 1937. (Look through.) 

Hower, R. M., The History of an Advertising Agency, 1939, especially 
ch. XIX. 

Link, Henry C., The New Psychology of Selling and Advertising, 1932, 
chs. Ill, IV, and VIII. 

Starch, Daniel, Principles of Advertising, 1923, chs. V-XXVII. 

Tosdal, H. R., Problems of Sales Management, 1939. 

Vaughan, F. L., Marketing and Advertising, 1928, chs. IV and V. 

Woodward, H., Its an Art, 1938. 

1. Draw up a series of questions which you feel would be helpful for con¬ 
sumers in studying their psychological reactions to appeals in advertising 
and various sales techniques. 

2. Select an “important” book on salesmanship. Appraise from the stand¬ 
point of consumers. 

3. Write a critical appraisal of the claims of advertising presented in parts 
1-4, inclusive, Goode & Powell, What About Advertising? 
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4. List as many reasons as you can why we have so much more advertising 
now than there was fifty years ago. What are some factors causing the 
difference in importance of advertising in Europe and in the United States? 

5. Appraise advertising that specially appeals to children. 

6. Using the method employed by the Committee on Consumer Relations in 
Advertising in its study, Information in Advertising, investigate advertising 
of selected commodities in 1910, 1920 and 1930. 

7. “To say that only the information which is factual, specific, and ‘scientific* 
(because it results from laboratory analysis or tests) is essential to the 
consumer in buying, is incorrect. If consumer buying is to be maintained, 
selling must be done. This selling cannot be simply a recitation of product 
quality and performance abilities, but must also be a creative enlistment 
of consumer attention, interest, and desire. These are essential prerequisites 
to all consumer buying. Thus even human-interest copy, novel copy themes, 
attention devices, have their place in advertising in a system under which 
producers are free to produce and consumers are free to choose among 
commodities.’* Discuss. 

8. “Advertising is expensive. The consumer pays for it, therefore the con¬ 
sumer should see that the advertiser gives her informative advertising.” 
Discuss. 

9. Moriarty states, “The consumer is . . . much more seriously ignorant as a 
* buyer than he likes to think. The marketing system must protect his ig¬ 
norance as best it can, but it can do so only by his cooperation, and the co¬ 
operation it secures primarily in two ways—through his personal confi¬ 
dence in the salesman and the store, and through educating himself 
through advertising.” Appraise. 

10. “Advertising does not lessen ignorance, it takes advantage of it.” Appraise 
this statement after the analysis of the advertisements of some type of 
product with which you are sufficiently familiar to evaluate the statements 
accurately. Direct misrepresentation should be noted, also misleading state¬ 
ments, and the omission of important facts. 

11. A reviewer of S\m Deep writes, “Even women who understand how to 
mix their own cream and lotions prefer to pay more than the cost of in¬ 
gredients because they like the smell, the looks, and the promise implied 
in the commercial product. It is an illusion, to be sure, but it is the sub¬ 
stance of hope without which life would be unbearable.” Discuss. 

12. “The cleverest advertisers are the sellers of advertising services.” Discuss 
the facts and the implications. 

13. Describe the apparent objectives and the content of any courses in adver¬ 
tising on your campus. To what extent and in what way do they serve to , 
promote an improvement in advertising? What suggestions for change 
would you make? 


Chapter XXIII 

American Medical Association, Accepted Foods and Their Nutritional 
Significance, 1939. 

Chapman, Clowry, The Law of Advertising, 1929, chs. V and XII. 
Federal Trade Commission, Annual Report (latest). 

Printer/ In\, current issues. 
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1. Using advertisements in current magazines evaluate the effectiveness of the 
Wheeler-Lea Act. 

2. If you were given the authority in your community to set up an organiza¬ 
tion or system to regulate or control advertising, what steps do you think 
you would most likely take to safeguard consumers against the use of price 
quotations which falsely state or imply that merchandise has been or will 
sell for a higher price, or that it sells for more elsewhere, or that it has a 
higher “value” or “worth”? 

3. Go through current issue of Advertising and Selling and list attitudes ex¬ 
pressed there toward advertising control. 


Chapter XXIV 

Chase, S., and Schlink, F. J., Your Money's Worth, 1927. 

1. List for textiles, foods, household equipment, the various tests which you 
consider would be practical for a consumer who is willing to give a good 
deal of time and effort to getting the most for her money. Discuss the limi¬ 
tations of such testing. 

2. Assume you are buying some commodity, e. g., suit, shoes, hat. List the 
facts needed if you are to weigh the probable merits of the article. Compare 
these facts with those you are able to secure from the sales clerk. How pre¬ 
cise are the facts given? Are they based on tests? What assurance is the 
clerk able to give you that the article is as represented? 

3. How does dependence on price as a guide to quality affect selling practices? 


Chapter XXV 

Blanck, A. P., Foods and the Law, 1935. 

Cramp, A. Nostrums and Quackery and Pseudo-medicine, 1936, vol. 
III. 

Gates, O. H., Decisions of Courts in Cases Under the Federal Food and 
Drugs Act, 1934. (Look through.) 

Institute for Government Research Service, Food, Drug, and Insecticide 
Administration, Its History and Activities, Monog. 50, 1928. 

Lamb, Ruth DeForest, The American Chamber of Horrors, 1936. 

“The New Food, Drug, and Cosmetic Legislation , 1n Law and Contempo¬ 
rary Problems, voL VI, 1939. 

Radin, M., The Lawful Pursuit of Gain, 1931, ch. III. 

“A Symposium, Pure Food and Drugs Act,” Law and Contemporary 
Problems, vol. I, 1933. 

U. S. Food and Drug Administration, Definitions and Standards for 
Food Products for Use in Enforcing the Food and Drugs Act, 1936. 

- Notices of Judgment Under the Food and Drugs Act, current re¬ 
ports. 
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Wiley, H. W-, History of a Crime Against the Food Law, 1929, especially 
chs. I-II, V, and X. 

S. Wilson, Food and Drug Regulation, 1942, especially chs. 6-8. 

1. Trace the history of the proposed Food, Drugs, and Cosmetic Act, begin¬ 
ning with its introduction in 1933. 

2. Make a study of editorial policies of trade journals toward the proposed 
food and drug bill of 1933 and later revisions. 

3. What are local regulations in your community pertaining to sanitary con¬ 
ditions in bakeries, meat stores, grocery stores and restaurants. How ade¬ 
quate are they? How well enforced? 

4. List products other than food for which there is need for a minimum safety 
standard. What has been done to introduce such standards? 

5. Laws enforcing contracts and imposing responsibility where warranty is 
given protect the large-scale rather than the small-scale buyer. Why is this 
so? What might be done? 

6. Investigate local milk standards. Compare these with the minimum stand¬ 
ards suggested by the U. S. Public Health Service. 


Chapter XXVI 

American Standards Association, American Standards Yearbook 

Coles, J. V., Standardization of Consumers* Goods, 1932, especially chs. 
VI, IX-XI, and XVIII. 

Committee on Consumer Relations in Advertising, The Problem of 
Labeling, 1941. 

Edwards, A. L-, Product Standards and Labeling for Consumers , 1940. 

Gragg, M. T, Merchandise Testing as a Guide to Consumer Buying , 
Har. Bus. Res- Studies no. 22, 1939. 

Hotchkiss, G. B., ‘‘Milestones in the History of Standardizing Consum¬ 
ers’ Goods, 9 ’ Am. Marketing Journal, vol. Ill (1936, Jan.), 70-78. 

Hotchkiss, G. B., The Movement for Standardization and Grading of 
Consumer Goods, 1942. 

Industrial Standardization (monthly publication of American Standards 
Association), current issues. 

Journal oj Home Economics, current issues. 

Kaidanovsky, S. P., and others, Consumer Standards, Temporary Na¬ 
tional Economic Committee, Monog. 24, 1941. 

Kirsh, B. S., Trade Associations in Law and Business, 1938, ch. V. 

National Bureau of Standards, Standards Yearbook 

National Industrial Conference Board, Inc., Industrial Standardization, 
1939, especially chs. IV-VII, and IX-XIV. 

Tenny, L. S., National Standards for Farm Products, U. S. Dept. Agri. 
Cir. 8,1935. 
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U. S. Bur. Agri. Econ., Handbook for U. S, Standards for Grading and 
Marketing Fresh Fruits and Vegetables, Misc. Pub. 190,1934. 

U. S. Dept. o£ Labor, Consumers’ Project, References and Summaries of 
Standards, Specifications and Test Methods for Selected Consumer 
Commodities, 1937. 

1. Make a collection of labels of canned goods, textiles, or other products, 
appraise the extent and kind of information provided. Trace the history of 
informative labeling, 

2. Prepare a label for a selected product in accordance with the characteristics 
enumerated in the text 

3. List several commodities and state the minimum essentials, by way of in¬ 
formation as to quality and quantity, which should be available for con¬ 
sumers. For what items have standard tests been developed? 

4. The Consumers* Guide, vol. I, no. 5 (Nov. 14, 1933), describes an ideal 
label for sheets as one providing the following information: “(1) whether 
a ‘first’ or ‘second,’ (2) tom size, (3) breaking strength, (4) thread count, 
(5) weight per square yard of sheeting, (6) percentage of sizing.” Discuss 
critically. 

5. Trace the development of standardization and informative labeling of one 
or more selected products, meat, butter, eggs, fresh fruits and vegetables, 
canned products, textiles, shoes. What were the various obstacles and dif¬ 
ficulties to be overcome? What further standardization do you feel is both 
desirable and feasible? 

6. Select a product and list specific things which stimulate and retard in¬ 
formative labeling. Illustrate from current developments. 

7. What part if any do consumers play in promoting the establishment of 
exact and uniform standards of quality? In improving the character of 
labels? How might their influence be increased? 

8. The Industrial Advisory Board in arguing against grade labeling says: 
“Should an arbitrary symbolic grade be established in this country at a level 
high enough to satisfy packers of the best quality of merchandise, there 
would undoubtedly arise a very serious protest from a large number of 
farmers in areas where a pack of that qualify could not be grown.” Dis¬ 
cuss. 

9. Trace the development of the inspection service of the U. S. Bureau of 
Agricultural Economics and the development of permissive grading. 

10. Describe the standardization activities of the American Gas Association. 
Point out its present merits and shortcomings. Do the same for other trade 
associations. 

11. Make dear the difference between Federal specifications and U. S. Com¬ 
mercial Standards. 

12. What general prindples do you feel should guide an organization inter¬ 
ested in increased standardization in deciding on projects to be under¬ 
taken? 

13. Appraise the techniques used in the recent study of the National Canners 
Association on the need for grade labeling. Do the same for the study 
made by the Agricultural Marketing Service. 

14. Write a review of Merchandise Testing as a Guide to Consumer Buying, 
Harvard University Bus. Res. Studies, no. 22, 1938. 
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15. “It is hard to see that the designation of food products as being Grade A 
can have . . . practical significance for a large part of the population un¬ 
less this notation can be taken to mean that an equal or larger quantity of 
nourishment can be obtained by the purchase of the Grade A merchandise 
than by an equal expenditure for Grade B or Grade C merchandise.* 
Discuss. 

16. “National Bureau of Standards has completed report of recent wear resist¬ 
ance tests for 40 floor-covering samples. Retailing points out that uncon¬ 
trolled variations . . . quality of material used . . . condition of sub-floors 
. . . installation methods . . . extent of abuses . . . make direct compari¬ 
son of goods in service difficult. In addition use planned for floor covering 
to be purchased must be considered . . . traffic . . . personal preferences 
re appearance. Inexpensive, less durable material might easily be better 
than a more lasting one for a given purpose.” Discuss. 

17. Make a study of die controversy concerning the grade labeling of canned 
fruits and vegetables, and appraise the article by L. Bader and G. H. Hotch¬ 
kiss, “Attitudes of Teachers of Marketing Toward Consumer Grade Label¬ 
ing,” /. Mar\., Jan. 1942. 


Chapter XXVII 

Fischer, L. A., History of the Standard Weights and Measures in the 
United States, U. S. Bur. of Standards, Misc. Pub. 64, 1925. 

National Bur. of Standards, Report of the Twenty-seventh National Con¬ 
ference on Weights and Measures, Misc. Pub. M.159, 1937. 

Smith, R. E., Weights and Measures Administration, Handbook of U. S. 
Bur. of Standards, no. 26,1941. 

1. Compile for your State the regulations bearing on matters discussed in this 
chapter. Appraise. 

2. What is the expenditure per person in your State or city for enforcing 

weights and measures? 

3. How many sizes of containers of tomato juice are there in the store where 
you customarily buy? What is the price per pound of each? 

4. Wisconsin has a law which requires that the actual weight or volume of 
the contents of packages containing food be printed conspicuously in any 
advertisement in which retail price is mentioned. Discuss die merits of this 
regulation. 


Chapter XXVIII 

Doman, L., A Study of Price Differences in Retail Grocery Stores in 
New Yor\ State, Cornell (N.Y.) Agr. Exp. Sta. Bui. 665, 1937, 
Duncan, D. ]•> and Phillips, C. F., lietailing, 1941, chs. XIV and XV. 
Temporary National Economic Committee, Price Behavior and Business 
Policy, Monog. 1,1940, especially ch. 3. 

Till, I., “The Fiction of the Quoted Price,” Law and Contemporary Prob¬ 
lems, vol. 4 (1937, Juse)* 363~74* 
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1. Follow the special sales announced in selected local stores. Attempt to dis¬ 
cover why the sales arc put on, the extent to which the quality is the same 
as regular stock, the extent to which the price is different from that regu¬ 
larly prevailing in the store, whether the returned goods privilege is sus¬ 
pended for the goods on bargain counters. 

2. If you were in the market for an electrical appliance such as a radio, and 
saw an advertisement offering prospective purchasers a set for $99.50 “less 
$30.00 for your old radio, regardless of its age, make or condition,” would 
you offer $99.50 for this set if you had no old radio to turn in? If not, what 
would you do? 

3. What activities bearing on retail pricing are carried on by your local Better 
Business Bureaus? 

4. Summarize the so-called “unfair pricing” practices in the industry codes 
developed by the Trade Practice Conferences. 

Chapter XXIX 

Backman, J., Government Price-Fixing, 1938, ch. III. 

Blaisdell, T. C., Jr., The Federal Trade Commission, 1932, especially chs. 
II-IV and VIII. 

Burns, A. R., The Decline of Competition, 1936. 

Clark, F. E., Principles of Marketing, 1932, chs. XX and XX 3 . 

Clark, J. M., The National Recovery Administration: Report of the 
President's Committee of Industrial Analysts, 1937, especially the con- 
• eluding chapter. 

Edwards, C. D., “Pricing Processes and Policies,” Annals Am . Acad., vol. 
CCIX (1940, May), 108-21. 

Federal Trade Commission, Principal Farm Products, Agricultural In¬ 
come Inquiry, vol. I, 1937. 

Lyon, L. S. et ah. The National Recovery Administration, 1935, espe¬ 
cially chs. XXXIX and XL. , ‘ 

Pearce, C. A., NRA . Trade Practice Programs, 1939, PP- 40-126. 

T.N.E.C., Competition and Monopoly in American Industry, Monog. 21, 
194a, especially chs. II-V. 

TN.E.C^ Large-scale Organization in the Food Industries, Monog. 35, 
1940, especially chs. IV-IX and XIII. 

1. “Sugar beets may be profitably grown over wide areas in the United States 
... If one acre out of every fifty tilled, in areas where sugar beets might 
be grown, were planted to sugar beets we could stop using foreign sugar.” 
Discuss the meaning of “profitably.” 

2. In Pennsylvania there was recently established a “Motor Vehicles Commis¬ 
sion” to regulate the used-jear industry. The Commission is to set maximum 
trade-in allowances. Point out some of the reasons for so-called “trade-in 
abuses,” and some of the consequences likely to follow the establishment 
of maximum allowances. 

3. Discuss the pros and cons of “design piracy.” 
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Chapter XXX 

Grether, E. T., Price Control under Pair Trade Legislation, 1939. 

Haring, Albert, Retail Price Cutting, 1935, especially chs. I-V and XV- 
XVI. 

Kelley, Pearce C., “Recent Price-regulating Legislation,” /. Market, voL 

11 (1937. Jy)> 46-51- 

Miller, John P., Unfair Competition, 1941, especially ch. VIII. 

“Price Discrimination and Price Cutting,” Law and Contemporary Prob¬ 
lems, voL 4 (1937, June), especially pp. 273-355, and 392-409. 

Tannebaum, Robert, Cost under the Unfair Practices Acts, Univ. of Chi¬ 
cago, Studies in Business Administration, vol. IX, no. 2, 1939. 

T.N.E.C., Problems of Small Business, Monog. 17, 1941, especially pp. 
189-203. 

Werne, B. (ed.), Business and the Robin son-Patman Law, 1938. 

Zorn, B. A., and Feldman, G. J., Business Under the New Price Laws, 
1937, especially chs. IV and V. 

1. The U. S. Chamber of Commerce in agitating for resale price maintenance 
argued that: “It [price cutting] is not fair nor just to the small dealer 
whose distribution is at best limited and who therefore cannot compete. 
The ability of the business man of small means should not be handicapped 
and his usefulness and success denied him because unfair methods of sell¬ 
ing merchandise deny him the right.” 

“It is not of advantage to the public, as it denies employment to many who 
* might otherwise be employed in the smaller stores.” 

“It is not fair to the public because it destroys the social advantages of 
such distribution as is represented by the neighborhood stores and by small 
but skillful merchants.” 

Discuss these arguments. 

2. Resale price maintenance laws in many cases have failed to achieve their 
intended purpose. Explain. What kind of legislation has been suggested to 
supplement it? Appraise its probable effects. 

3. Make suggestions for revision of the Robinson-Patman Act. Discuss your 
suggestions. 


Chapter XXXI 

Arnold, Thurman W., The Bottleneck of Business, 1940. 

Edwards, C. D., “Can the Antitrust Laws Preserve Competition?”, Pro¬ 
ceedings of Am. Eco . Ass f n (1940, March), 164-179. 

Homan, P. T., “In What Areas Should Antitrust Policy Be Replaced,” 
Am. Eco. Rev. (March, 1940), 180-93. 

Kirsh, B. S., Trade Associations in Law and Business, 1938, ch. V. 

“The Sherman Antitrust Act and its Inforcement,” Law and Contempo¬ 
rary Problems, vol. VII (1940, Winter), especially pp. 5-23. 
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TJSLE.C., Trade Association Survey, Monog. 18, 1941, especially ch. III. 
TNJE.C., Control of Unfair Competitive Practices Through Trade Prac¬ 
tice Conference Procedure of the Federal Trade Commission, Monog. 
34, 1941. 

Watkins, M. W., and others, Public Regulation of Competitive Practices 
in Business Enterprise, Nat. Ind. Conf. Bd., 1940. 

1. Summarize the activities of the Antitrust Division of the U. S. Dept, of 
Justice since 1940. 


Chapter XXXII 

Backman, J., Government Price-Fixing, 1938, especially chs. IV-XII. 

“The Emergency Price Control Act,” Law and Contemporary Problems, 
VoL IX (1942, Winter). 

Hardy, C. O., Wartime Control of Prices, 1940. 

Hart, A. G., Allen, E. D., and others. Paying for Defense, 1941, espe¬ 
cially ch. VI. 

Rowe, J. W. F., Markets and Men, 1936. 

Shepherd, G. S., Agricultural Price Analysis, 1941, chs. 25 and 26. 

1940 Yearbook of Agriculture 

1. What is the extent and nature of price control of milk in your local com¬ 
munity? Appraise. 

2. Find out what you can of production control and withholding of products 
from the market occurring under the AAA. marketing agreements during 
the years 1938 to 1941. 

3. Summarize the literature bearing on the advantages and disadvantages of 
price floors in agriculture. 

4. Select several commodities on which rationing or price control of some sort 
has been applied. Appraise effect plus enforcement difficulties. 

5. Trace the activities and effectiveness of the consumer counsel in the regula¬ 
tion of bituminous coal. 


Chapter XXXIII 

Campbell, P., Consumer Representation in the New Deal, 1940. 

Clark, J. M., Social Control of Business, 1939, especially chs. I-V, VII, 
XXV, XXVIII, and XXX. 

Congress of American Industry, Declaration of Principles Relating to the 
Conduct of American Industry, 1939 (pamphlet). 

Coons, A. G., “The Functions of Government in the Literature of Eco¬ 
nomics,” Annals Am . Acad„ vbl. CCVl (1939, Nov.), 17-22. 
Gideonse, H. D„ Organized Scarcity and Public Policy, Public Policy 
Pamphlet. 
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Fainsod, M., and Gordon, L., Government and the American Economy, 
1941, especially chs. I, XIII-XVTL 

Herring, E. P., “Political Parties and the Public Interest,” Essays in 
Political Science (ed. J. M. Mathews), 1937. 

Hutt, W. H., Economists and the Public, 1936. 

Lyon, L. S., and Abramson, J., Government and Economic Life, The 
Brookings Institution, Pamphlet no. 22,1940. 

Mackenzie, Findlay, Planned Society, a Symposium, 1937, pp. 545-84. 

Mclver, R. M., Leviathan and the People, 1939, especially pp. 63-97. 

Meade, J. E., Economic Analysis and Policy, 1936, pp. 95-205. 

Merriam, C. E., The Role of Politics in Social Change, 1936, especially 
ch. V. 

Miller, J. P., Unfair Competition, 1941, especially ch. XVIII. 

Persons, W. M., Government Experimentation in Business, 1934. 

Symposium on “The Ultimate Consumer,” Annals of American Academy, 
vol. CLXXIII, May, 1934. 

T.N.E.C., Competition and Monopoly in American Industry, Monog. 21, 
1940, especially ch. 1. 

Wootton, B., Plan or No Plan, 1935, especially chs. I and III. 

Wootton, B., Lament for Economics, 1938. 

1. Select specific trade associations; for each consider what could be done to 
promote efficiency in the industry. 

2. Babson in the introduction to Mass Consumption by Purdy says: “We 
know that senseless competition drags us down.” What do you consider 
senseless competition? Why does it occur? How reduce it without at the 
same time destroying the competition which promotes efficiency? 

3. List and briefly discuss various types of inefficiency and waste in the mar¬ 
keting system. What are the major recommendations made for improving 
the system? Point out some of the difficulties in the way of such improve¬ 
ments. 

4. Survey the whole field of State regulations. List the purposes for which 
various regulations are passed. In what line do you consider the State 
should increase regulations? Decrease them? For each consider the factors 
which check the extension of such types of State control. 

5. What might Government agencies apart from regulations do to promote 
greater marketing efficiency? 

6. Outline the various lines of research which you feel might contribute to 
greater efficiency in marketing. What agencies should undertake these? 

7. Analyse important legislation with the following questions in mind: 

(1) What is the scope of the act and how has it been interpreted in the 
courts? 

(2) Does it help to make it possible for the consumer to secure the goods 
desired at the lowest cost? 

fa) Does it protect consumer ignorance? 

(b) Does it aid in reducing costs in the long run? 

(c) Is the administration defective? 
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M Should the scope of the act be extended? 

(4; Should the act be repealed? 

8. "Attempts at more equal distribution of income that interfere with pro¬ 
ductive efficiency should be examined with greatest care,” Give examples 
of such attempts. What are the dangers involved for society? 

9. Discuss the difference between a price system that is just in terms of pro¬ 
viding workers a decent standard of living, and a price system that brings 
maximum product. Make suggestions for resolving the dilemma. 

10. Appraise the performance of die State as an arbitrator on issues affecting 
the interests of consumers. 
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Add-on contracts, 301, 320 
Advertising 

affects standard of living, 351-5* 367-8 
aids in market selection, 356-9 
announcing new goods, 330 
appeals m, 324*5. 333'47» 35*“5 
appraisal of, 348-70 
billboard, 382-3 
catalogue, 329 
children and, 353 
consumers* attitude to, 347, 348-50 
consumers’ defense against, 355-6 
consumers’ ignorance and, 362 
contrasted with other selling, 325-6 
control of: by Better Business Bureaus, 378- 
9; by broadcasting companies, 379-80; 
by consumers, 371-2; by Federal Trade 
Commission, 383-91; by further control, 
392; by legislation, 381-92; by news¬ 
papers and magazines, 375“6; by trade 
associations, 376-8. See also American 
Dental Association; American Medical 
Association. 

creating sense of need, 343-4 

criticism of, attitudes of business to, 376-8 

differences with type of, 328-30 

distributor’s brands and, 366 

educational value of, 359-60 

effect on media financed by, 369 

expenditures for, 363-4 

further study of, 369-70 

guarantees made in, 331, 333-4 

honesty of, 347 

information absent from, 358-9 
information in, 330-3, 358 
labels supplement, 358 
legislation on: See control of, above . 
magazine, newspaper, and radio financed 
by, 368-9 

misrepresentation in, 345-7 
poor methods of, 364-6 
price affected by, 360-3 
publishers endorse, 335-8 
quality of goods stressed in, 331 ff. 
radio, 330 
retailer, 328-9 

seals of approval used in, 335-8 
similarity to other methods, 367 


Advertising (continued) 
slogans in, 344 

space devoted to specified commodities, 
354 

standard terms used in, 330-3 
standards for appraisal of, 351 
state-sponsored, 105 
testimonials used in, 331, 334-5 
testing products for, 338-40 
wastes of, 364-8 
who advertises? 328 

See also Education of consumers; Quality, 
recognition of, Salesmanship 
Advertising agencies, 18. See also Advertising 
Federation of America; American Associa¬ 
tion of Advertising Agencies. 

Advertising Federation of America, 376, 378 
Aggressive selling, 114. See also Advertising; 
Salesmanship. 

Agricultural Adjustment Administration, 540- 
4. See also Consumers’ Counsel of A.A.A.; 
Marketing agreements of A.A.A. 
Agricultural Marketing Act (1929), 170 
Agricultural Marketing Agreement Act 
(i937), 542. 544 

Agricultural Marketing Service, 400, 427, 431, 
450, 463, 468 

American Association of Advertising Agen¬ 
cies, 369, 371 

American Association of University Women, 
4. 95. 470, 471, 573 

American Dental Association, 339, 355. See 
also Council on Dental Therapeutics. 
American Farm Bureau Federation, 266 
American Gas Association, 471 
American Home Economics Association, 4, 
95. 372, 470, 471* 472-3, 573 
American Institute of Food Distribution, 
172 

American Medical Association, 335, 339, 359, 
372-5, 377, 415, 423 
American Retail Federation, 471 
American Standards Association, 469-70 
American Standards Testing Materials Asso¬ 
ciation, 470 

Antitrust action, 518-19, 523, 534-9, 546, 
558-9, 567. See also Clayton Act; Federal 
Trade Commission; Sherman Antitrust Act. 
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Antitrust Division of U. S. Department of 
Justice, 122. See also Antitrust action; Com¬ 
petition, prohibiting restraints on; Monop¬ 
oly. 

Appeals to consumers, 41-5, 247-8. See also 
Advertising; Buying problems and prac¬ 
tices of consumers, where to buy; Customer 
research; Motives of consumers ! Pnce ap¬ 
peal; Services. 

Associated Advertising Clubs, 378 
Auctions, 157, 159, 160 

Bailment lease, 300 
Bait pneing, 495-6 
Bankruptcy of consumer, 84-5 
Bargains: See Price specials; Sales. 
Basing-pomt pricing, 502-3, 538 
Better Busmess Bureaus, 8, 49, 222, 407 
and advertising, 309, 346, 378-9, 390-1 
and deception m store, 494, 496 
and labeling information, 222, 390-1, 471 
Better Fabrics Testing Bureau, 394, 471 
Billboard advertising, 382-3 
Bituminous coal prices, regulation of, 548-50 
Bonus given finance companies, 317, 318 
Boren Bill, 472-3 
Boycotts: See Strikes. 

Brands 

consumers’ attitude to, 403-5 
guides to quality, 399-405 
national, 68. See also Advertising, 
national vs. distributors’, 402-3 
number of, 400-1 
selling device, 399, 401 
several of same quality by one firm, 401-a 
strength of brand preference, 403-4 
uniformity of quality of, 399-400 
See also Advertising; Loss leaders; Resale 
price maintenance. 

Broadcasting companies and advertising: See 
Radio. 

Broker* See Robinson-Patman Act. 
Budgeting: See Planning by consumers. 

Bulk versus packaged goods, 80-1 
Business 

attitudes of: to antitrust action, 558-9; to 
consumer movement, 6-8, 573; to con¬ 
sumers’ cooperatives, 225-7; to criticism 
of advertising, 376-8 

educates consumer, 105-6. See also Adver¬ 
tising; Better Busmess Bureaus; Na¬ 
tional Consumer-Retailer Council; Pres¬ 
sure groups. 

Business education, 19*1-2, 251, 267, 576-7 
Business-Consumer Conference on Advertis¬ 
ing and Selling Practices, 8 


Buyers 

children as, 64 
husbands as, 64-5 

large-scale, 88, 255-60, 393-5* See also 
Cham stores; Discounts, quantity, Inte¬ 
gration; Price discrimination, prohibit¬ 
ing; Quantity buying. 

Buying 

advantage of chains in, 255-60. See also 
Buyers, large-scale; Robinson-Patman 
Act. 

frequency of, 77-9 
in quantity: See Quantity buying, 
market function of, 128-9 
seasonal, 66, 67 

Buying problems and practices of consumers 
credit versus cash, 81-3 
effect of informative labeling on, 445-9 
factory versus store package, 80-1 
quality in, 36-40 
recognition of quality, 85 
study of, 85 
what to buy, 34-40 
when to buy, 65-79 
where to buy, 39-63, 241-50 
who is to buy, 64-5 

See also Education of consumers; Efficiency 
level, of consumers; Information, used 
by consumers; Inspection, by consumers; 
Prices; Quality, recognition of; Quantity 
measures of products, recognition of; 
Services. 

California Fruit Growers Exchange, 169-70 
Canadian Radio Commission, 381 
Cash credit, 283, 284, 290 
Cash or credit, 8r-5 
consumers’ preference for, 82-3 
consumers’ problems in management, 81-5 
price differences with, 47 
See also Credit, consumer. 

Cash sales: See Cash or credit; Credit, con¬ 
sumer. 

Central markets, 157-8. See also Integration. 
Certificates of quality: See Agricultural Mar¬ 
keting Service; American Dental Associa¬ 
tion; American Medical Association; Good 
Housekeeping; Trade associations. 

Cham stores 

appraisal of social policy with respect to, 
267-8 

buymg advantage of, 255-60 
by population of community, 196, 238 
by type of goods sold, 196 
community responsibility and, 265 
credit given by, 202 
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Chain stores ( continued) 
criteria to evaluate, 239-40 
criticisms of, 245-50, 253-67 
danger of monopoly by, 260-2 
deceive consumers, 245-5 o 
discounts to, 255-60 
effect of tax on, 235-9 
efficiency of, 240 ff. 
equality of wealth and, 265 
gross margin of, 252, 256 
growth of communities and, 264 
influencing public opinion, 265-6 
money in the community and, 264-5 
non-tax legislation and, 235 
number of independent businessmen and, 
263 

prices in, 241-5 
public opinion toward, 266 
quality of commodities in, 247-8 
services given by, 202-4 
status of, 195-7* 200-1 
super-markets and, 232 
taxes on, 232-9, 253-4, 266 
unemployment and, 263 
wages paid by, 254-5 

See also Cooperatives, consumers’; Costs of 
marketing; Monopoly; Retailing; Robin- 
son-Patman Act; Voluntary chains. 

Chains, voluntary: See Voluntary chains. 

Charges for services, 282. See also Costs of 
marketing. 

Chatham brand, 331 

Chattel mortgage, 304 ff. See also Conditional 
sale. 

Children as buyers, 64 

Choice 

advertising and, 351-5 
education for, 97-9 
of food stores, 60-3 
See also Standards, of living. 

Clayton Art (1914), 531-2 

Clerks, advice of, 406-7. See also Labeling^ 
informative. 

Codes: See Codes of National Recovery Ad¬ 
ministration; Federal Trade Practice Con¬ 
ference. 

Codes of National Recovery Administration, 
228, 3 I 7> 319. 43^. 503-9, 534, 548. 
See also Consumers’ Advisory Board of 
NJLA. 

Cold storage lockers, 174 

Commercial Credit Corporation, 316 

Committee bn Consumer Relations in Adver¬ 
tising, 8, 331 ff., 377 

Committee on Foods of American Medical As¬ 
sociation, 372-5, 377 


Committee on Standardization of Packaged 
Goods of National Conference on Weights 
and Measures, 480 
Commodities, types of, 50-1 
Competition 

agreements concerning services, 274,282 
among: other sellers, 500-9; retailers, 482- 
7, 496-9. See also Chain stores, 
checked by restraints of sellers and legisla¬ 
tion: See Competition, prohibiting re¬ 
straints on. 
faith in, 588-9 
function of, 115 

increased by consumer action, 487-8 
perfect: concept of, 559; conditions of, 
559-60; does not exist, 561-2; what 
would be accomplished by, 560 
prohibiting restraints on, 530-9: Clayton 
Act (19x4), 531*2; enforcement of anti¬ 
trust legislation, 534-9 {see also Antitrust 
action); Federal Trade Commission Act 
(1914), 522-3; revision of antitrust laws, 
539; Wheeler-Lea Act (1938), 533“4 
reasons for state action checking, 468-72 
state’s role in increasing, 566-7. See also 
Legislation. 

unfair: See Fair prices. 

See also Advertising; Cost, prohibiting sales 
below; Federal Trade Commission; Mo¬ 
nopoly; Price discrimination, prohibit¬ 
ing; Price setting; State-administered 
prices; Trade associations. 

Conciliation Division of the Common Pleas 
Court, Detroit, 307-8, 309 
Conditional sale, 300-1, 304, 305 
Connecticut Food Council, 523 
Consumer behavior: See Buymg problems and 
practices of consumers; Consumers; Cus¬ 
tomer research. 

Consumer buying, characteristics of, 88-9 
Consumer Credit Institute of America, 
571-2 

Consumer Information Centers, 96 
Consumer movement 
accomplishments of, 11-13 
attitudes of business to, 6-8, 573 
development of, 3-4, 572-5 
factors promoting, 8-11 
improvements sought in, 1-2 
methods used by, 2-3 
objectives of, 2-3 
present status of, 4-6 
role of, in economic system, 572-5 
Consumer preferences; See Customer re¬ 
search; Motives of consumers. 

Consumer strikes, 488 
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Consumer testing agencies: See Testing, agen¬ 
cies for. 

Consumers 

advertising controlled by, 371-2 
attitudes of. to advertising, 347, 348-50; 
to brands, 403-5; to grade labeling, 
462-3; to premiums, 484-5; to price spe¬ 
cials, 75; to quanuty measures, 477; to 
separate charge for services, 274, 282; to 
taxes on chains, 266 
bankruptcy of, 84-5 
characteristics of buying of, 88-9 
choice of stores by, 60-3 
competence of, 86-93 
contrasted with sellers, 88 
court protection for, 439-42 
definition of, 86 
difficulty of selection by, 113-14 
education of: See Education of consum¬ 
ers. 

efficiency of market from standpoint of: 

See Efficiency level, of markeung. 
efficient, 90-1 
expenditures of, 31, 32 
income of, 26-30 
inefficiency of, 87-9, 91-2 
influence on market of: See Consumer 
movement; Control, by consumers; Shop¬ 
ping. 

information used by, 92-3 
inspection by, 93 
interest of, 86-7, 574 
motives of: See Motives of consumers, 
planning by, 40, 65, 78, 99 
point of view of, 117-19 
purchases of, 10, 31, 32, 356-9. See also 
Standards, of living, 
standards of living of, 31-3, 34-6 
study of: See Customer research; Education 
of consumers. 

use of information by, 92-3 
where they live, 24-6 

Sec also Buying problems and practices of 
consumers; Consumers, attitudes of; 
Women, as buyers and consumers. 

Consumers' Advisory Board of N.R.A., 4, 398, 
465, 506 

Consumers* Conference of Greater Cincinnati, 
95 

Consumers* Cooperatives: See Cooperatives, 
consumers'. 

Consumers* Counsel of A.A.A., 4, 5,105, 437, 
488, 545 , 573 

Consumers’ Counsel of National Bituminous 
Coal Division, 4, 548, 573 

Consumers* Distribution Corporation, 222 
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Consumers’ Division in war program, 468, 
474. See also Office of Price Administration. 
Consumers’ dollar, division of, 175-7, 178, 
179. See also Costs of marketing. 
Consumers’ Institute of Massachusetts, 95 
Consumers’ Milk Committee in the Arlmgton- 
Alexandria Area of Virginia, 545 
Consumers* National Federation, 4, 573 
Consumers Research, 4, 6. See also Testing, 
agencies for. 

Consumers Union, 4, 6, 108, 341, 369, 424, 
573. See also Testing, agencies for. 
Containers, sizes of, 478-81 
Continuous inspection: See Agricultural Mar¬ 
keting Service. 

Contracts, add-on, 301, 320 
Control 

by consumers, 371-2, 461, 487-8. See also 
Consumer movement; Cooperatives, con¬ 
sumers’. 

by pressure groups, 9, 102-5, 265-6, 369, 
376-8, 570-2. See also Trade associations, 
by state action: See State action, 
program of, 577-8 
See also Competition. 

Convenience goods, 50-1. See also Super¬ 
markets. 

Cooperative Distributors, 221 
Cooperative League, 221, 225, 470 
Cooperative marketing, 562 
advantages of, 118, 169 
Agricultural Adjustment Administration 
affects, 170 

Agricultural Marketing Act regulates, 170 
by farmers, 168-71, 544 
by other producers, 171-3 
by retailers, 171-3, 201 
factors influencing success of, 170-1 
See also Cooperatives, consumers*; Integra¬ 
tion; Local markets; Voluntary chains. 
Cooperatives, consumers’ 
attitude of business toward, 225-7 
consumer movement and, 8 
costs of, 223 

development of: in Great Britain, 213-14; in 
other European countries, 216-17; in 
Sweden, 214-16; in the United States, 
2x7-18, 219 C, 224 
difficulties of, 218-19, 223 
education for, 224-5 
efficiency of, 222-3 

factors checking development of, 1x7-19, 
2x8-19, 223 
future growth of, 224 
government aid to, 227-8 
legislation concerning, 227-8 
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Cooperatives, consumers* ( continued ) 
monopoly control and, 211, 216, 562 
philosophy of, 2x0*11 
place of, 8, 211-12, 562 
policies of, 2x2-13 

President’s Committee of Inquiry on, 211, 
220 

subsidizing of, 225-8 
types of, 209-10 

See also Consumer movement; Cooperative 
marketing; Credit unions; Retailing. 

Cosmetics: See Advertising; Federal Food, 
Drug, and Cosmetic Act. 

Cost, prohibiting sales below 
appraisal of, 522, 529 
difficulty of determining cost, 522 
effect of, on prices, 520-1 
extent and type of laws on, 519-20 
promoting illegal restraints, 523 
purpose of laws on, 520 
ways of determining cost, 521-2 
See also Codes of National Recovery Ad¬ 
ministration. 

Costs of marketing 

affected by consumers, 90-1, 185-6 
arc high, 175-7 
business cydes and, 177, 178 
competence of retailers and, 190-2 
criteria for appraising, 184-5 
decrease in, 181 
differ with products, 153 
duplication and, 187-9 
inadequate facilities affect, 192 
increase in, 178-81 

interdependence of functions and, 154 
knowledge of, 177-8 
lowering of, 192 
passed on to consumers, 190-1 
profits and, 186-7 
scale of enterprise and, 181-4 
unwanted services and, 185-6 
vary with type of organization, 181-4 
vary with volume of sales, 181-4 
See also Advertising; Chain stores; Compe¬ 
tition, prohibiting restraints on; Coop¬ 
erative marketing; Credit, consumer; 
Delivery service; Effidency level, of mar¬ 
keting; Labeling, informative; Market¬ 
ing, functions of; Retailing; Returned 
goods. 

Council of State Governments, 558. See also 
Internal trade, barriers to. 

Council on Dental Therapeutics, 339 

County Consumers’ Councils, 4, 95, 427 

Credit 

cash, 283, 284, 290 


Credit (< continued ) 
consumer: See Credit, consumer, 
management problem, 81-5. See also Fi¬ 
nancing. 

Credit, consumer, 283-320 
by type of commodity, 285 ff. 
by type of store, 286 ff. 
cash or credit, 81-5 
changes in, 286-93 

charge accounts, 284, 288, 292, 294, 296-7 
control of, 295-7 

costs of, 47, 272, 293-4, 315. See also in¬ 
stallment credit, charges made for, be¬ 
low, 

defects of, 294-5 
extent of, 283-4 

installment credit: abuses of, 298, 300-5, 
305-9, 314-18; advantages of, 298-9; 
bonus given finance companies provid¬ 
ing, 3x7, 318; charges made for, 310-14, 
315-18; cost of, 314-19; default on, 303, 
307-8; desirable methods of levying 
charges for, 312; difficulty of determin¬ 
ing rates for, 310-12; finance companies 
providing, 291-3, 316-18; for what com¬ 
modities provided, 299-300; growth of, 
289 ff.; legislation to regulate, 313, 319- 
20; management problems in, 83-4; 
maximum rates for, 318-19; monopoly 
control in, 316-17; pack given finance 
companies providing, 317, 318; protec¬ 
tion of borrowers of, 306; regulation of 
volume of, 295-6; repossession rights of 
those granting, 304-7; right of borrowers 
and lenders, 305-7; security of, 300-3. 
See also Legislation, 
reduction in cost of, 314 
regulation of volume of, 295-6, 296-7 
returned goods and, 276 
types of, 283 
who uses, 284-5 

See also Buying problems and practices of' 
consumers, where to buy; Chattel mort¬ 
gage; Conditional sale; Financing. 

Credit unions, 291 

Customer research, 14-23, 60-3, 85, 400 
benefits of, 22-3 
choice of store in, 60-3 
methods of, 20-2 
reason for, 14-17 
types and agencies of, 17-20 

Customer Research Department of General 
Motors Corporation, 15, 19 

Deceptive pricing, 245-50, 493-9 

Defaulting purchaser,1303, 307-8 
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Delivery service, 47 
cost of, 272-5 
efficiency and, 274 
restriction on non-delivery, 274 

Department of the Consumer: See Federal De¬ 
partment of the Consumer. 

Department stores 

advantages and disadvantages of, to con¬ 
sumers, 54-5 

sales in, 66, 195-6, 205-6 
See also Delivery service; Retailing; Re¬ 
turned goods. 

Descriptive versus grade labeling: See Grade 
labeling. 

Disclosure required, 390-1, 414-15, 416. See 
also Federal Food, Drug, and Cosmetic 
Act; Federal Trade Commission; Federal 
Trade Practice Conference. 

Discounts, quantity 

regulation of, 256, 257, 523-9 
size of, 255-60 

Distribution, channels of, 155*74 
inefficiency of, 173-4 
integration of, 165-7 
main, 156-7 
middlemen, 155-6 
movement of goods through, 156-7 
See also Chain stores; Cooperative market¬ 
ing; Markets, types of; Middlemen; 
Resale price maintenance; Robinson- 
Patman Act. 

Domestic Commerce Division of U. S. De¬ 
partment of Commerce, 191. See also U. S. 
Bureau of Foreign and Domestic Com¬ 
merce. 

Economic pressure groups: See Pressure 
groups. 

Education of consumers 
agencies for carrying on, 95-6,102-9 
aspects of, 97-102 

by commercial agencies, 103-4, 105-6 
by government agencies, 104-5, 576-7 
choice and, 97-9 

concerning economic organization, iox, 
102 

delivery costs and, 274 
emphasis in, xox-2 
expansion of, 9,95-6 
for cooperation, 224-5 
in schools, 96 
limits of, 109-xo 
market selection and, 99-xoo 
research as basis for, 109 
returned goods and, 280 
testing agencies and, 106-9 
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Education of consumers (continued) 
unbiased, 102-5 

See also Advertising; Customer research; 
Pressure groups; State action, to inform 
consumers. 

Efficiency level 

of consumers, 87-8, 90-2, 109-10, 476-7. 

See also Education of consumers, 
of marketing, 111-16, 139-40, 154, 173-4, 
2io-ii, 222, 250-2, 294-5, 364-8, 455- 
60, 474-6, 499,500-3, 509. See also Costs 
of marketing; Services, retailing, agree¬ 
ments concerning. 

Electric Home and Farm Authority, 292-3, 
314 

Emergency Price Control Act (1942), 555-6 

Emergency Transportation Act (1933), 140 

Ever-normal granary, 153, 540. See also 
Agricultural Adjustment Administration. 

Exchanges, 159, x6o 

Fair prices, 115, 510-29. See also Chain stores; 
Competition, prohibiting restraints on; 
Cost, prohibiting sales below; Federal Trade 
Commission; Pxice discrimination, prohib¬ 
iting; Robinson-Patman Act. 

Families produce for themselves, 25. See also 
Consumers. 

Farm families, 24, 25, 27, 51-3, 56, 64, 194, 
198-200, 207-8, 482 

Farmers’ cooperatives: See Cooperative mar¬ 
keting. 

Federal Alcohol Control Administration, 383 

Federal Communications Commission, 380 

Federal Coordination of Transportation, 140 

Federal Department of the Consumer, 5, 96, 
574-5 

Fedeial Food and Drug Administration: See 
Food and Drug Administration. 

Federal Food, Drug, and Cosmetic Act 
(1938), 411-27 
action following, 423-4 
administrative methods of, 417-19 
controversy in setting standards under, 
424-6 

evidence of fraud unnecessary under, 420 

fines under, 422 

injunction under, 422 

inspection of plants under, 421 

triajor advances of, 411-14 

multiple seizure under, 421-2 

publicity under, 423-4 

seizures under, 426 

some shortcomings of, 414-16 

standards to be set up under, 4x6 

who should administer? 4x9-20 
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Federal {continued) 

See also Federal Security Agency; Food 
and Drug Administration. 

Federal Housing Administration, 311 
Federal Price Administrator, 555-6 
Federal Pure Food and Drugs Act (1906), 
409-11 

McNary-Mapes Amendment to, 410 
need for revision of, 410-11 
Federal Radio Commission, 380 
Federal Security Agency, 419, 426 
Federal Trade Commission 
complaints of, 336, 49$ 
control of advertising by, 313, 345-6, 383- 
9i 

control of labeling by, 435*6 
early history of, 383-4 
establishment of, 121-2 
investigations and reports of, 160, 167, 
202, 237 fL, 259, 313, 363, 486, 502-3, 
5 M. 519 

rulings by, 337, 384* 498 - 9 * 5*7 
study by: of advertising, 363-4; of chains, 
241 ff. 

See also Federal Trade Commission Act; 
Federal Trade Practice Conference; Mo¬ 
nopoly; Robinson-Patman Act; Wheeler- 
Lea Act. 

Federal Trade Commission Act (1914), 532- 
3. See also Federal Trade Commission. 
Federal Trade Practice Conference, 378, 466, 
497-8, 533. See also Trade practice, rules 
of. 

Federation of Women*® Clubs, 281, 463, 573. 
See also General Federation of Women’s 
Club®. 

Feld-Crawfoid Act of New York State, 511 
Finance companies, 291-2, 316-18 
Financing, 145-9. See also Credit, consumer. 
Food: See Labeling for types of commodity; 
Minimum standards. 

Food and Drug Administration, 430, 419, 
424-7, 478. See also Federal Food, Drug, 
and Cosmetic Act 

Food and Grocery Bureau of Southern Cali¬ 
fornia, 521 

Food, drug, and cosmetics legislation 
federal, 409-27 

state and municipal, 427-35, 430-5 
See also Federal Food, Drug, and Cosmetic 
Act. 

Food Research Institute, 427 
Food stores, choice of, 60-3 
Free enterprise, 117-19. See also Competi¬ 
tion. 

Frozen food, 143 


General Federation of Women’s Clubs, 4, 5, 
7, 278, 470 

General Motors Acceptance Corporation, 311, 
3i4» 316, 317 

General stores, 198-200. See also Retailing. 
General Textile Committee, A.S.T.M A., 470 
Good Housekeeping, 330, 336 - 7 * 375 
Grade labeling, 414-15, 428-30, 445 * 6 , 449 - 
do, 462-4 

Grading, I33*5» 447*8. See also Agricultural 
Marketing Service; Grade labeling; Na¬ 
tional Caoners Association; Standards. 
Greater Boston Consumers’ Committee on 
Milk, 547 

Guarantees in advertising, 331, 333-4 
Guffey Coal Act, 550. See also National Bitu¬ 
minous Coal Act. 

Harmful products, 113. See also Minimum 
standards. 

Health protection: See Minimum standards. 
Hedging, 151-3. See also Risk. 

Home economics: See American Home Eco¬ 
nomics Association; U. S. Bureau of Home 
Economics. 

Household Finance Corporation, 103, 306 
House-to-house selling 

advantages and disadvantages of, to con¬ 
sumers, 58-60 
importance of, 194 
regulation of, 229 
See also Retailing. 

Husbands as family buyers, 64-5 
Hygeta, 375 

Import Milk Act, 432 
Income 

distribution of, 560, 568-70, 574. See also 
Incomes of consumers; Pressure groups, 
security of, 28-30 
Incomes of consumers 
security of, 28-30 
size of, 26-8 
who earns, 30-1 
Independent retailers 
change in methods of, 250-1 
check growth of chains, 230 
gross margins of, 252, 256 
mortality rate of, 190-x 
prices of, 241-5 
status of, 195-7, 200-1 
taxes on, 253-4 
wages of workers for, 254-5 
See also Cham stores; Cooperatives, con¬ 
sumers’; Costs of marketing; Retailing; 
Voluntary chains. 



INDEX OF SUBJECTS 


Indiana Department of Financial Institutions, 
320 

Industrial self-government: See Self-govern¬ 
ment by industry. 

Industries 

with few firms, 567 
with numerous firms, 566 
Inefficiency: See Efficiency level. 

Information 

a market function, 129-32 
needed by consumers, 113-14 
used by consumers, 92-3 
See also Labeling, informative; Prices; 
Quality, recognition of; Quantity meas¬ 
ures of products, recognition of. 
Information centers, 96 
Informative labeling: See Labeling, informa¬ 
tive. 

Injunction, 387-8, 422 
Inspection 

by consumers, 93-4, 395-6, 447 
of meat and poultry, 430-1 
See also Agricultural Marketing Service; 
Federal Food, Drug, and Cosmetic Act; 
Minimum standards. 

Installment buying: See Credit, consumer. 
Institute of Consumer Education, 4, 95 
Integration, 165-7, 173-4. See also Chains; 
Cooperative marketing; Resale price main¬ 
tenance; Robinson-Patman Act. 

Internal trade, barriers to, 134, 429-30, 434-5, 
558 

Interstate Commerce Commission, 139 
Interstate trade barriers: See Internal trade, 
barriers to. 

Jobbers, 161-4. See also Integration. 

Labeling, informative 
at present used, 93 

attempts to increase, 120, 436-7. See also 
Consumer movement; Standardizing 
agencies. 

attitude of teachers of marketing to, 463-4 
consumers' attitude to, 462-3 
costs of, 459-60 
desirable standard for, 443-6 
effects of, 455-60 
grades and: See Grade labeling, 
mandatory: -See Federal Food, Drug, and 
Cosmetic Act; Office of Price Adminis¬ 
tration; State and municipal laws bearing 
on foods, drugs, and cosmetics; Wool 
Labeling Act 

need for: See Quality, recognition of. 
objections to existing, 455 
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Labeling, informative ( continued ) 
quantity measures and, 476 
reasons for inadequate provision of, 460-1 
requests for, 463 
steps in securing, 446-7, 472-3 
type of commodity and: See Labeling for 
types of commodity, 
what it is like, 443-6 

See also Quantity measures of products, 
recognition of; Standards. 

Labeling for types of commodity 
bedding and upholstery, 437 
drugs: See Federal Food, Drug, and Cos¬ 
metic Act. 

equipment, 467-8, 469 
food, 449-64. See also Labeling, informa¬ 
tive; Grading, 
garments, size of, 464-5 
gasoline, 438 

textiles, 390, 391, 437-8, 465-7, 470 
Labels, reading of, 93. See also Labeling, 
informative. 

Labor unions, 5 66 
Large-scale seller, 88, 257-8 
Laws: See Legislation. 

League of Women Voters: See National 
League of Women Voters. 

Legal protection of consumers in court: See 
Consumers, court protection for; Legisla¬ 
tion. 

Legislation (federal unless specified) 
Agricultural Marketing Act (1929), 170 
Agricultural Marketing Agreement Act 
( 1937 ), 542 , 544 
Boren Bill, 472-3 
Clayton Act (1914), 531-2 
Emergency Transportation Act (1933), 
140 

Federal Food, Drug, and Cosmetic Act 
(1938), 411-27 

Federal Trade Commission Act (19x4), 
522-3 

Feld-Crawford Act of New York State, 5x1 
Import Milk Act, 432 
McNary-Mapes Amendment, 410, 4x8 
Meat Inspection Act, 430-1 
Miller-Tydings Act (1936), 511 
National Bituminous Coal Act (1937), 
548 

Price Control Act (1942), 555-6 
Retail Installment Sales Act of Indiana, 
3i9 

Robinson-Patman Act (1936), 523-9 
Sherman Antitrust Act (1890), 504, 5x8, 
523, 529, 530-2 

Small Containers Act (19x6), 478-9 
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Legislation ( continued ) 

Somers Bill, 480 
Standard Containers Act (1928), 479 
Uniform Conditional Sales Act, 305 
Uniform Sales Act, 439, 440 
Uniform Small Loans Act, 313, 318 
Warehouse Act (1916), 144 
Weights and measures, model state law on, 

476 

Wheeler-Lea Act (1938), 33^7 > 34°> 533 - 
4. See also Advertising; Federal Trade 
Commission. 

Wool Labeling Act, 332, 436, 472 
See also Advertising; Agricultural Adjust¬ 
ment Administration; Chain stores; 
Codes of National Recovery Administra¬ 
tion; Cooperative marketing; Cost, pro¬ 
hibiting sales below; Credit, consumer; 
Food, drug, and cosmetics legislation; 
Marketing, functions of; Minimum 
standards; Office of Price Administra¬ 
tion; Retailing; State-administered 
prices. 

Licensed small loan companies: See Uniform 
, Small Loan Act. 

Local markets, 158-61. See also Cham stores; 
Integration. 

Loss leaders, 246, 490, 494-5. 5 I 3, 5*0, 523 
Lotteries, 76 


McCall's, 338 

McNary-Mapes Amendment, 410, 418 
Mail-order houses 

advantages and disadvantages of, to con¬ 
sumers, 55-7 
advertising, 329 
credit given by, 291 
information given by, 329, 462 
status of, 193, 194, 206-7. See also Retail¬ 
ing. 

Manufacturers 

new relation of, to consumers: See Cus¬ 
tomer research. 

perform marketing functions, 1x8-19. See 
also Integration. 

Mark-down, 490 
Mark-up, 489 
Market 

definition of, 117 
desirable characteristics of, 111-16 
education of consumers concerning, 101-2 
general organization of, x 17-22, See also 
Competition; Distribution, channels of; 
Marketing functions; Trade associations, 
news and information about, 129-32. See 


Market (continued) 

also Advertising; Labeling, informative; 
Standards. 

selection of, by consumers, 10, 356-9. See 
also Buying problems and practices of 
consumers. 

Marketing 

changes affecting, 14-17. 117. See also Inte¬ 
gra non; Retailing 
efficiency of, 154 

funedons of* 123-54; buying, 128-9; financ¬ 
ing, 145-9; grading and description, 
132-5 (see also Labeling, informative; 
Standards); market news and informa¬ 
tion, 129-32; merchandising, 125; price 
setting, 129; risk bearing, 149-53; sell¬ 
ing, 126-7; storage, 140-5; transporta¬ 
tion, 135-40. See also Costs of market¬ 
ing; Distribution, channels of, Efficiency 
level, of markeung; Waste. 

Marketing agents, 117-19. See also Middle¬ 
men. 

Marketing agreements of A.A.A., 534, 542, 
544 

Marketing cooperanves: See Coopcranve mar¬ 
keting 

Marketing costs: See Costs of marketing. 

Markets 

changes affecting, 14-17 
characterisncs of, desired by consumers, 
111-15 

improvements sought in, 1-2 
organization of, 117-22 
public, 57-8, 194-5. 230-1 
types of: central, 157-8; local, 158-61; re¬ 
tail, 164-5; wholesale jobber, 161-4. See 
also Efficiency level, of marketing; Retail 
stores; Retailing. 

Massachusetts Food Council, 523 

Meat Inspection Act, 430-1 

Men as buyers: See Husbands as family.buy¬ 
ers. 

Merchandising, 125-6. See also Customer re¬ 
search; Simplification. 

Middlemen, x 17-19, 155, 173-4 
Milk 

regulation of prices of, 274, 544-7 
safe supply of, 431-4. See also Minimum 
standards. 

Milk Consumers’ Protective. Committee in 
New York City, 547 

Miller-Tydings Act <1936), 5x1 

Minimum standards 
attempts to increase, 436-7 
economic consequences of, 438-9 
for children's toys, 436 
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Minimum standards {continued) 
of Canadian electrical code, 436 
See also Agricultural Marketing Service; 
American Dental Association; American 
Medical Association; Codes of National 
Recovery Administration; Food, drug, 
and cosmetic legislation; Good House¬ 
keeping, Internal trade, barriers to; 
Meat Inspection Act; Milk, safe supply 
of; Trade associations. 

Misrepresentation, 438-9. See also Advertis¬ 
ing; Deceptive pricing; Labeling, informa¬ 
tive; Quantity measures of products, recog¬ 
nition of. 

Monopoly, 9, 115, 140, 257-62, 316, 461-2, 
500-3, 510, 532, 567. See also Antitrust 
action; Cham stores; Competition, prohib¬ 
iting restraints on; Cost, prohibiting sales 
below; Price discrimination, prohibiting; 
State-administered prices; Trade associa¬ 
tions. 

Mortality rate, 190-1 

Motives of consumers, 89-90, 324-5. See also 
Advertising; Consumers; Salesmanship. 
Municipal ordinances bearing on foods, 
drugs, and cosmetics; See State and munic¬ 
ipal laws bearing on foods, drugs, and cos¬ 
metics. 

National Association of Bedding and Uphol¬ 
stery Law Enforcement Officials, 471 
National Association of Finance Companies, 
317 

National Association of Food Chains, 47 x 
National Association of Manufacturers, 570 
National Association of Purchasing Agents, 
408, 470 

National Association of Retail Druggists, 265, 
512, 516 

National Association of Retail Grocers, 192, 
227, 265 

National Association of Retailers, 226 
National Bituminous Coal Act (1937), 548 
National Bituminous Coal Division, 548 
National Board of Fire Underwriters, 471 
National Bureau of Economic Research, 284 ft. 
National Bureau of Standards; See U. S. Bu¬ 
reau of Standards. 

National Conners Association, 119-21, 451-2, 
454-6, 462, 479 

National Committee on Education by Radio, 
381 

National Congress of Parents and Teachers, 4 
National Consumer-Retailer Council, 8, xo6, 
453-4, 471-3 

National Consumer Tax Commission, 265 
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National Cooperatives, 221 
National Grocers’ Association, 119 
National Industrial Conference Board, 394 
National League of Women Voters, 4, 470 
National Resources Committee, 26, 27, 28,32, 
354 

National Retail Credit Association, 291-2, 296 
National Retail Dry Goods AssoaaUon, 132, 
3 p 5 » 394 , 456 , 471 , 505 
National Retailer-Owned Wholesale Grocers, 
172 

National Vigilance Committee, 378 
Negligence, 441 

New Deal, 4. See also Agricultural Adjust¬ 
ment Administration; Codes of National 
Recovery Administration; Marketing agree¬ 
ments; National Bituminous Coal Act. 

New England Commission, 430 
New York State Bureau of Markets, 105 

Office of Defense Health and Welfare, 360 
Office of Price Administration, 436-7. See also 
Consumer Information Centers. 

One-price policy, 488 

Pack, an installment credit abuse, 317, 318 
Packaging, 80-1, 269-71, 478-81 
Parents, 337 
Parity income, 542-4 
Parity price, 542 
Peddlers, push-cart, 194, 230 
Performance tests, 448-9 
Personal inspection, 93-4 
Planning by consumers, 40, 65, 78, 99 
Poison tolerances, 416, 4x9 
Premiums, 76, 483-5, 487, 498-9 
Pressure groups, 9, 102-5, 265-6, 369, 376-8, 
570-2. See also Advertising, control of; 
Chain stores; Fair pricks; Federal Food, 
Drug, and Cosmetic Act; Internal trade, 
barriers to; Trade associations. 

Pressure to buy; See Aggressive selling* 

Price, as guide to quality, 397 
Price appeal, 488-9. See also Buying problems 
and practices of consumers, where to buy. 
Price ceilings: See Price control in wartime. 
Price comparisons, 43, 45-7, 85-6 
Price Control Act (1942), 555-6 
Price control m wartime 
price-fixing, 554-6 
types of, 553-4 
Price cutting, regulation of 
appraisal of, 529 

prohibiting price discrimination, 523-9 
prohibiting sales below cost, 5x9-23 
resale price maintenance, 510-19 
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Price discrimination, prohibiting 
appraisal of legislation on, 528-9 
circumstances influencing the effect, 526 
cost requirement of, 525 
effects of, 527-8 
purposes of, 523, 524 
some practices declared illegal, 527 
See also Buying, advantage of chains in; 
Robinson-Patman Act 
Price floors, 129, 541 
Price level, change m, 68-9 
Price regulation: See Competition, prohibit¬ 
ing restraints on; Cost prohibiting sales be¬ 
low; Monopoly; Price discrimination, pro¬ 
hibiting; State-administered prices; Trade 
associations. 

Price setting, 129, 159-60, 500-9 

affected by consumers’ knowledge, 485 
as appeal to consumers, 488-9 
consumers’ role in, 487-8 
custom of, 483 
follow the leader in, 485 
free deals in, 483 
in competition, 482 
mark-down in, 490-2 
mark-up in, 489-90 
one-price policy in, 488 
premiums in, 483-4, 487 
price wars in, 485-6 
restraints on, 486-7 
to drive out competitors, 485, 486 
to encourage efficiency, 499 
See also Chain stores; Price specials; Serv¬ 
ices, retailing, agreements concerning. 
Price specials 

control over deceptive pricing on, 496-9 
deceptive pricing on, 493-9 
non-dcceptive pricing on, 492-3 
savings possible in, 74-6 
See also Buying problems and practices of 
consumers, where to buy; Loss leaders; 
Mark-down; Premiums; Sales. 

Prices 

affected by information, 488-9 
agreements concerning, 501-9. See also 
Codes of National Recovery Administra¬ 
tion; Marketing agreements of A A. A.; 
Price regulation; Price setting, 
attention to, 38, 39-40, 60-2 
comparison of, 43, 45, 47, 85-7 
differ with: brand, 37, 361; community, 
47-8; credit, 46-7; package, 80-1; qual¬ 
ity, 37-8; quantity, 78-9; services, 46-7; 
store, 42-4, 45-9, 241-50, time, 68-77 
information on, 55 
odd, 495-6 


Prices (continued) 
of chains and independents, 241-5 
seasonal, 68-73 

state-administered: See State-administered 
prices. 

variations in, 68-77 
weekly change in, 70 
wholesale, for consumer, 48, 496 
See also Advertising; Buying problems and 
practices of consumers, when to buy, 
where to buy; Competition; Credit^ con¬ 
sumer; Fair prices; Price regulation; Price 
setting. 

Private interest versus public: See Public in¬ 
terest versus private. 

Prizes: See Premiums. 

Producers, 117-19. See also Cooperative mar¬ 
keting; Customer research. 

Producers’ cooperatives: See Cooperative mar¬ 
keting. 

Production, family, 25 

Productive resources, full use of, 116, 557, 
559-61, 577-8 

Psychological Corporation, 19 
Public interest versus private, 116. See also 
Consumer movement; Pressure groups; 
Society, objectives of. 

Public markets, 57-8, 194-5, 230-1 
Push-cart peddlers, 194, 230 

Quality 

acceptable, 38, 60-1 
affected by time of buying, 68 
appeal of, 41-2, 247, 331 ff. 
in relation to use, 37 

non-labeling guides to: advice of clerks, 
406-8; brand name, 399-405; experi¬ 
ence, 395; inspection, 395-6; price, 3975 
repute of retailer, 405-6; specifications, 
393 - 4 J testing, 394-5, 397. See also Ad¬ 
vertising; Education of consumers; La¬ 
beling, informative, 
price differences with, 37-8 
recognition of, 35-6, 43, 46, 74, xoo, 395-6 
what to buy, 34-40 

See also Agricultural Marketing Service; 
American Dental Association; American 
Medical Association; Brands; Education 
of consumers; Good Housekeeping; La¬ 
beling, informative; Standards; Trade 
associations. 

Quantity buying 
advantages of, 67, 78 
affects cost, 270-1 
affects shopping, 46 
extent of, 77-9 
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Quantity buying ( continued ) 
price difference with, 78-9 
See also Buying, advantage o£ chains in. 

Quantity measures of products 
agenda to reduce misrepresentation in, 481 
deception concerning, 349, 475-7, 479* 481 
in use, 476-7 
inspection of, 474-6 
laws regulating, 478-9 
model law on, 476, 477 
official, 474 
quantity on label, 476 
recognition of, 474-81 
regulation of shape and fill of container, 
477-8 

See also Price comparisons. 

Rackets, 187, 502 

Radio, 92, 330, 379-81. See also Market, news 
and information about. 

Rating service: See Testing, agencies for. 

Repossession rights: See Credit, consumer. 

Resale price maintenance 
agitation for repeal of, 519 
appraisal of, 518-19, 529 
commodities affected by, 515 
effect of, on prices, 515-16 
evasion of, 517 
purpose of, 510, 512-15 
regulation permitted, 511-12 
relation of, to illegal restraints, 518 
state laws on, 511 
supplementary laws on, 518 
Tydings-Miller Act (1936) permits, 511 

Research, 109, 575-6. See also Customer re¬ 
search. 

Retail Installment Sales Act of Indiana, 319 

Retail stores 

as channels of distribution, 164*5 
changes in, 197-207 
choice of, 39-63 

importance of, by type of store, 193-7 
persons per store, 197-8 
policy with respect to, 229-68 
services by, 41 

type of organization, 171-3, 193-7 
See also Buying problems and practices of 
consumers, where to buy; Costs of mar¬ 
keting; Retailing; Services. 

Retail Trade Board of Boston, 277, 280, 28a 

Retailer-consumer relations, 6. See also Na¬ 
tional Consumer-Retailer Council. 

Retailers: See Chain stores; Department 
stores; Independent retailers; Integration;’ 
Mail-order houses; Voluntary chains. 

Retailers' cooperatives; See Voluntary chains. 
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Retailing, 193, 197-208. See also Buying 
problems and practices of consumers, where 
to buy; Costs of marketing; Integration; 
Retail stores; Services. 

Returned goods, 275-82 
cost of, 277 
credit and, 276 
extent of, 275-7 

how to reduce volume of, 280-2 
reasons for, 277-80 

Risk, 149-53. See <*ko Advertising; Financ¬ 
ing; Style goods. 

Roadside markets, 195, 230 

Robinson-Patman Act (1936), 256, 257, 523- 
9. See also Price discrimination, prohibit¬ 
ing. 

Rural communities: See Farm families. 

Safety standards: See Food, drug, and cos¬ 
metic legislation; Minimum standards. 

Sales, 67, 73-7. See also Price specials. 

Salesmanship 

consumer motives played upon by, 324-5 

instruction in, 325 

methods of, 322-3 

safeguards against, 324 

theories of, 323 

See also Advertising. 

Sanitary standards: See Minimum standards. 

Saturday Evening Post, 330, 375 

Savings 

from large-quantity purchase, 78-9 
from price specials, 74-6 
See also Prices. 

Seals of approval: See Certificates of quality. 

Seasonal buying, 66, 67. See also Buying 
problems and practices of consumers, when 
to buy; Storage. 

Seasonal prices, 68-73. See also Buying prob¬ 
lems and practices of consumers, when to 
buy; Storage. 

Security of income, 28-30 

Self-government by industry, 563. See also 
Better Business Bureaus; Trade associations. 

Self-service, 203 

Sellers, large-scale, 88, 257-8 

Selling, 126-7. See also Advertising; Sales¬ 
manship. 

Separate charges for services, 282 

Services, 41, 47, 54-63, in, 114-15* 185-6. 
202-3, 244-6, 269-82, 482. See also Credit, 
consumer; Labeling, informative; Market¬ 
ing, functions of; Services, retailing, 
retailing: affecting choice of score, 60-3, 
482; agreements concerning, 274, 282 
(see also Trade associations); desired by 
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Services (. continued) 

consumers, 41; offered by stores, 54-60. 
See also Buying problems and practices 
of consumers, where to buy; Costs of 
marketing; Credit, consumer; Delivery 
service; Returned goods; Sales; Simpli¬ 
fication. 

Sherman Antitrust Act (1890), 504, 518, 523, 
529, 530-2. See also Antitrust action. 
Shoppers, professional, 46. See also Better 
Business Bureaus. 

Shopping 
attitude to, 53-4 
by whom, 30-1. 
ease of, 54;5 
effect of, 488 
extent of, 40, 46, 49-53 
See also Buying problems and practices of 
consumers, where to buy; Style goods. 
Shopping goods, 50 

Short measure and weight, 249, 475-6, 479 
Simplification, 125-6, 469, 470, 476-81 
Simplified practice recommendation R155-40, 
480 

Sloan Foundation, 4 
Small Containers Act (1916), 478-9 
Small-scale seller and large-scale buyer, 258- 
60. See also Cooperative marketing; Local 
markets. 

Social control, 577-8 
Society, objectives of, 557 
Somers Bill, 480 
Specialty goods, 50 

Specifications, buying by, 393-4, 467-8 
Standard, definition of, 447 
Standard Containers Act (1928), 479 
Standardization: See Standards. 

Standardizing agencies 
American Standards Association, 469-70 
American Standards Testing Materials As¬ 
sociation, 470-j 

Consumer Division in war program, 468-9 
consumer testing agencies, 470 
National Bureau of Standards, 465-8 
National Consumer-Retail Council, 471-2 
Trade associations, 470-1 
U. S. Bureau of Home Economics, 464-5 
See also Agricultural Marketing Service; 
Minimum standards. 

Standards 

agencies setting up, 464 ff. 
criticisms of, 449 
definition of, 447 

development of standard food grades, 449- 
function of, 132-5 


Standards (< continued) 
of living, 31-3. 34*6, 97-9. ”4- See also 
Advertising. 

setting up of, 446-7, 448 
See also Grade labeling; Labeling, informa¬ 
tive; Minimum standards. 

State action 

decreasing competition, 568-72 
in industries: with tew firms, 567; with 
numerous small firms, 566; with one 
firm, 567 
objectives of, 557 

to inform consumers, 104-5, 566-7 
types of, 121-2 

with respect to labor unions, 566 
See also Competition; Federal Trade Com¬ 
mission; Legislation; State planning; 
State-administered prices. 

State and municipal laws bearing on foods, 
drugs, and cosmetics, 427-30, 437-8, 431 *5 
State planning, 564-5. See also State action. 
State-administered prices 
Agricultural Adjustment Administration, 
540-4 

appraisal of, 550-3 
increase in, 129 
price control in wartime, 553-6 
regulanon of bituminous coal prices, 548-50 
regulation of fluid milk prices, 544-7 
Stockturn, 145-6 

Storage, 140-5* See also Ever-normal granary. 
Street selling, 194, 229-30 
Strikes, consumer, 488 

Style goods, 16, 18, 50, 52-3, 66, 68, 491. 

See also Shopping; Risk. 

Supermarkets, 203-4, 244 

Surplus Marketing Administration, 492, 540 

Tax on chains: See Chain stores. 

Testimonials used in advertising, 331, 334 
Testing 

agencies for, 5, 106-7, 470. See also Con¬ 
sumers Research; Consumers Union, 
bureaus for: See Certificates of quality, 
by consumers, 394-5, 397 
reliability of, 449 

to provide description, 358, 447-9. See also 
Certificates of quality. 

See also Standards, 

Textiles and clothing: See Labeling for types 
of commodity. 

Trade, internal, barriers to, 134, 429-30, 434- 
5 , 558 

Trade associations 
activities of, 18, 19, 119-ai, 133 
NJLA. and, 519 
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Trade associations (continued) 
restriction of price competition by, 120, 503 
standardization and, 470-2 
See also Advertising; Codes of National Re¬ 
covery Administration; Federal Trade 
Practice Conference; Pressure groups; 
Self-government of industry. 

Trade practice, rules of 
for linen industry, 497 
for mirror-manufacturing industry, 487 
Trade Practice Conference: See Federal Trade 
Practice Conference. 

Trade-in allowances, 486, 487 
Transportation, 16, 135-40, 207-8 
Truth-in-advcrtising laws, 381-2, 386. See 
also Wheeler-Lea Act 
Tydings-Miller Act (1936), 511 


Unfair competition: See Cost, prohibiting 
sales below; Fair prices; Federal Trade 
Commission Act; Monopoly; Resale price 
maintenance. 

Uniform Conditional Sales Act 305 
Uniform Sales Act 439, 440 
Uniform Small Loan Act 313, 318 
U. S, Bureau of Agricultural Economics, 131- 
2, 191. See also Agricultural Marketing 
Service. 

U. S. Bureau of Animal Industry, 430 
U. S. Bureau of Dairy Industry, 432 
U. S. Bureau of Foreign and Domestic Com¬ 
merce, 17, 33, 40, 75, 132, 254, 274, 276, 
491 ti¬ 
ll. S. Bureau of Home Economics, 464-5, 468 
U. S. Bureau of Standards, 464, 465-8, 470, 
472, 476. See also U. S. Division of Sim¬ 
plified Practice. 

U. S. commercial standards, 465-8, 471 
U. S. Cooperative League, 470 
U. S. Department of Agriculture, 51, 247, 
447 » 459 . 479 , 55 <>, 575 - 6 . also 
Agricultural Adjustment Administration; 
U. S. Bureau of Agricultural Economics; 
U. $. Bureau of Animal Industry; U, S. 
Bureau of Dairy Industry; U. S. Bureau of 
Home Economics. 

U. S. Department of Commerce, 149, 322, 
576. Sec also U. S. Bureau of Foreign and 
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U. S. Department of Commerce (continued) 
Domestic Commerce; U. S. Bureau of 
Standards. 

U. S. Division of Simplified Practice, 125. 

See also Simplification. 

U. S. Federal Trade Commission: See Federal 
Trade Commission. 

U. S. Government Master Specifications, 394, 
468 

U. S. Inspected Foods Educational Service, 
450 

U. S. Public Health Service, 104, 419, 424, 
431-4 

Variety 

in market, in, 112-13. See oho Sales; Sim¬ 
plification. 

in sizes of containers, 479. See also Simpli¬ 
fication. 

Vertical price-fixing: See Resale price main¬ 
tenance. 

Volume of store sales affects cost, 181-4 
Voluntary chains, 171-3, 201, 256-7. See also 
Chain stores; Independent retailers; Inte¬ 
gration. 

Wage assignment, 301 
Wages paid by chains, 254-5 
Warehouse Act (1916), 144 
Warranty, 440-1 

Waste: See Advertising, wastes of; Competi¬ 
tion, perfect; Efficiency level. 

Weights and measures, 474-81. See also Quan¬ 
tity measures of products, 
model state law on, 476 
Wheeler-Lea Act (1938), 336-7,340, 533-4 
action relating to advertising, 336-7,388-90 
effect of, on advertising, 391-2 
legal procedures and practices under, 387-8 
requiring disclosure, 390-1 
restrictions imposed on, 385-7 
See also Federal Trade Commission. 
Wholesale Grocers’ Association, 265 
Wholesale prices for consumers, 48, 496 
Wholesalers: See Jobbers. 

Woman's Home Companion t 330, 337 
Women 

as buyers and consumers, 9, 30-x, 64-5, 86 
gainful employment of married, 30-1 
Wool Labeling Act, 332,436,472 









